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TRADEMARKS AND MONOPOLIES—HISTORICAL AND 
CONCEPTUAL FOUNDATIONS! 


By Peter H. Behrendt* 


In 1742 a bill in equity for an injunction to restrain the 
defendant from using the plaintiff’s trademark was denied on 
the ground that enforcement of the mark would amount to an 
illegal monopoly.’ Since then incidental references to monopolies 
have appeared in a number of opinions but the monopolistic use 
of a trademark, as the term is understood in our antitrust laws, 
did not come before the courts, at least not as the principal issue 
of a litigation,’ until around 1940 when the Department of Justice 
commenced to bring a number of actions for the breaking up of 
monopolies wherein the monopolistic activities were seen in the 
unlawful use of trademarks. 


There has been a goodly number of these more recent cases but 
only a few have been contested. The outstanding decision, though 
now a decade old, is still that of the Supreme Court in Timken 
Roller Bearing Company v. United States* which has had sub- 





t 800,.1—OTHER STATUTES—ANTITRUST. 

* Patent Counsel with the American Cyanamid Company; member of the Ohio 
Bar. 

1. Blanchard vy. Hill, 2 Atk. 484. 

2. An antitrust issue was before the court intermingled with regular trademark 
problems in Coca-Cola Bottling Co. v. The Coca-Cola Co., 269 Fed. 796, 813, 11 TMR 134 
(Del. 1920). 

3. Iwmken Roller Bearing Co. v. United States, 341 U.S. 593, 41 TMR 673 (1951) ; 
see also United States v. Bayer, 135 F. Supp. 65 (D.C., S.D.N.Y. 1955); United States 
v. General Electric Company, 82 F. Supp. 753 (N.J. 1949). 

Some of the consent decrees are: United States v. The Permutit Company, et al. 
(Civ. Action No. 32-394, CCH Trade Cases Sec. 62888 S.D.N.Y. 1951); United States v. 
S.K.F. Industries et al. (Civ. Action No, 9862, CCH Trade Cases Sec. 67708 E.D. Pa. 
1950); United States v. Rohm §& Haas Co. (Civ. Action No. 9068, CCH Trade Cases 
Sec. 62334 E.D. Pa. 1948); United States v. American Bosch Corp, (Civ. Action No. 
20-164, CCH Trade Cases Sec. 62646 S.D.N.Y. 1948); United States vy. Electric Storage 
Battery Co., et al. (Civ. Action No. 31-225, CCH Trade Cases Sec. 57645 S.D.N.Y. 
1947) ; United States v. Merck § Co., Inc., et al. (Civ. Action No. 3159, CCH Trade 
Cases Sec. 57416 N.D.N.J. 1945) ; United States v. Sperry Corporation (Civ. Action No. 
19-175, S.D.N.Y. 1942); United States v. Bayer Company (Civ. Action No. 15-364, 
§$.D.N.Y. 1941). 

The facts of several of the consent cases are discussed in Diggins, Trade-Marks 
and Restraints of Trade (1944), 32 Gro. L.J. 113, 34 TMR 71; Borchardt, Are Trade- 
Marks an Antitrust Problem? (1943), Gro. L.J. 245, 33 TMR 49. 
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stantial influence on the corporate trademark policy, especially 
in the international field. Although the opinion has received 
expert comments by many writers, in particular Derenberg and 
Oppenheim,* a few observations are offered in this article, prin- 
cipally, on the conceptual interrelation, or lack thereof, between 
trademarks and monopolies in the light of the historical develop- 


ment. 


The Monopoly Trademark of the Middle Ages 


One ground on which the decision in 1742, Blanchard v. Hill,’ 
was based was that, although this was an infringement action 
for use of an identical mark, fraudulent design had to be shown 
and that the action, therefore, should have been tried at law. This 
ground is of interest merely for the distinction between equity 
and law and the comparatively late recognition of trademark 
rights in the equity courts.° 

The other ground for refusal of an injunction, however, is of 
more present interest. It was the court’s opinion that the exclusive 
right to the trademark could be based on the charter only and 
that the charter was illegal since it amounted to a monopoly not 
supported by an Act of Parliament. The specific monopoly in- 
volved may have appeared all the more odious to the court since 
the Trademark was used on playing cards and a monopoly for 
the manufacture of playing cards had already been declared illegal 
more than a century back in the celebrated “Case of Monopolies”, 
Daces v. Allein.’ 

Blanchard vy. Hill is, therefore, an easy starting point for a 
brief tracing of the recurring points of contact between monopoly 
and trademarks in the history of our legal system. 





{, Oppenheim, Foreign Commerce under the Sherman Act—Points and Implications 
of the Timken Case (1952), 42 TMR 3; and Derenberg, The Impact of the Antitrust 
Laws on Trade-Marks in Foreign Commerce (1952), 42 TMR 365. See also Barron, 
Foreign Trademark Licensing and American Antitrust Laws (1960), 50 TMR 322; 
Pattishall, Trade-Marks and the Monopoly Phobia (1952), 42 TMR 588; Timberg, 
Trademarks, Monopoly and the Restraint of Competition (1949), 14 LAw ANpD Cont. 
Pros. 323 at 338; Note (1952), 100 U. of Pa. L. Rev. 1006. 

It is assumed that the reader is familiar, broadly, with the facts and holding of the 


Timken case. 

5. 2 Atk. 484. 

6. The earliest clearcut case where equity assumed jurisdiction of a trademark 
action on the basis of mere title was Millington v. Fox, 3 Myl. & Co. 338 (1838); 
Schechter, The Rational Basis of Trade-Mark Protection (1927), 40 Harvarp L. Rev. 
813, 819. 

7. 11 Coke 84-b (K.B. 1602); ScHEcHTER, THE HISTORICAL FOUNDATIONS OF THE 
LAW RELATING TO TRADE-MARKS (1925) 36. 


; 
I 
' 


ie ne ee 
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After an early period, when trademarks were used mainly 
as identification tags, like the labels and tags on our parcel post 
and baggage, marks in the late Middle Ages became linked to 
the guilds as a means for maintaining the police power and 
monopoly rights of the guild.*. The marks permitted the guild 
authorities to trace defective goods and to safeguard their ex- 
clusive trading rights. The mark in all these cases did not protect 
the individual craftsman since he did not even deal with the 
outside. The basic economic unit of those times was the guild.® 
The guild had the exclusive right to operate in a certain realm 
and thus to keep out goods imported from beyond its territory. 
Its activity was based on its monopoly. There was no competition 
within the guild between its members.’® No matter whether there 
was a common collective mark or whether each craftsman applied 
his own sign, enforcement of the mark was the exclusive province 
of the guild authorities and the purpose of such enforcement was 
to maintain the monopoly of the guild, not to enlarge the privat 
gain of the individual. 

In the 16th century, when guilds began to dissolve and the 
state took over the part of a liberator of the individual, trade- 
marks lost their economic foundation and, for a time, subsisted 
as legal phantoms only without anchorage either in the economic 
framework or the law system of the nation. The principle of 
the common law that trade, prima facie, must be free and that 
it ean be restricted only by definite limitations seemed to deprive 
trademarks, the attributes of the old monopolistic forces, of their 
raison d’étre. 

However, before the distinctly different concept of the trade- 
mark of our times emerged, there was a period of transition 
during which trademarks became attached to the new monopolies 
by grant.” 

These monopolies originated, like most structures of our 
modern commercial law, in Italy but the concept was gradually 
assimilated into the fabric of the Anglo-Saxon system. At first 
monopolies were granted in return for the introduction of manu- 





8. The development is traced in Schechter, preceding note, at 38 et seq. and the 

earlier works of the German scholar Josef Kohler, for instance, WARENZEICHENRECHT 
1910) 1-62. 

9. The basic economie unit prior to the guild was the feudal lord who, in turn, 
was preceded by the tribe and, in a still earlier period, by the family; BRENTANO, DER 
WIRTSCHAFTENDE MENSCH IN DER GESCHICHTE (1923) 261. 

10. 4 Ho_pswortH, A HIsToRY OF ENGLISH LAW (1924) 345 et seq. 

11. Further intermediate stages are described in Schechter, op. cit. note 7 at 101 
et seq. 
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facturing processes not yet known to the country’s industries.” 
These were therefore manufacturing monopolies rather than 
selling monopolies as in the case of the guilds. Later, particularly 
under King James I, monopolies became a basis of royal revenue. 
They were granted although nothing new had been introduced 
into the country, and oppressive use of this type of monopoly 
is at the root of the profound distaste for monopolies found 
throughout the Anglo-Saxon law. 


In some of these monopolies—Blanchard v. Hill is a case in 


point—trademarks were again put to use as a means of en- 
forcing the monopoly. Just as the old guild trademarks, their 
predecessors, these monopoly marks also had a double function. 
They would permit to check the number of goods sold by the 
grantee wherever the consideration was in the form of a duty 
paid for manufacturing and selling the goods. This was similar 
to the check on defective goods by the guild authorities. The 
marks, furthermore, would permit to catch outsiders who dared 
to come into the realm and sell their goods in infraction of 
the grant. 

All these mediaeval and early modern marks, therefore, had 
two things in common. First, there was a preexisting monopoly 
and the trademark was only its adjunct, created and designed 
to permit its enforcement. Secondly, and with some qualification 
for the later monopolies by grant, adoption and use of the mark 
were not within the free choice of the individual trader but were 
imposed, enforced and supervised by a higher authority, such as 
the guild or, in the subsequent period, the revenue receiver or 
collector. 


The Modern Competitive Trademark 


When the freedom of trade doctrine prevailed and monopolies 
became outlawed, first in the courts and later by the Statute of 
Monopolies,** trademarks survived but assumed a basically dif- 
ferent significance. In contradistinction to the mediaeval concept 
the modern trademark is thought of as an asset, not a liability, 
of the individual manufacturer or trader which he may or may 








12. Holdsworth, op. cit. supra note 10 at 347, 361. A reminder of this feature is 
the rule of the British law system that inventions are examined only as to whether they 
have become known through publication or otherwise in the country itself regardless of 
foreign publications, Patents Act 1949, Sec. 32(e) and (f). 

13. 21 Jac. I Ch. 3 (1623-1624). 
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not use at his will and which, if used, serves his own commercial 
benefit. 

In the 19th century when the present day concept began to 
take root in the various legal systems—the development was the 
same in all countries though the periods were not always con- 
temporaneous—there were still lively discussions going on 
whether the use of trademarks should not be made mandatory. 

The French law of 1857 found it necessary to give an ex- 
tensive legislative comment to justify the negative of this propo- 
sition.** One of the reasons advanced against compulsory use was 
that it would be too difficult to affix trademarks to certain goods, 
for instance, to articles of very small size. Another reason, remi- 
niscent of the use of the old guild marks for the purpose to 
track down a poor craftsman, was to the effect that manufac- 
turers at times would want to furnish goods of lower quality 
and that they should not be compelled to mark these goods with 
their trademark. Apparently, the favored present day artifice 
of a secondary or tertiary trademark had not occurred to the 
legislators at that time, possibly because, conscious of mediaeval 
developments, they thought each manufacturer could have a single 
trademark only to identify his wares. 

Thus, even to-day the French and German law state expressly 
that the adoption and use of a trademark is at the free will of 
the individual manufacturer,” a principle which should not be 
confused with the question whether a trademark once adopted 
must be put to use in order to remain valid. In the law of this 
country there never has been any doubt about the optional char- 
acter of all marks. 

The functions of the modern trademark have been variously 
defined.’*® It may identify a specific though, if desired, anonymous 
source,’ it may guarantee the “sameness” of all articles thus 
marked, it may perhaps impart a guaranty of the qualities of 
the product,**—but in its normal form, and disregarding for the 
present phenomena of legal pathology, it always is characterized 





14. PovumLLetT, TRAITE DES MARQUES DE FABRIQUES (6th ed. 1912) 19 et seq. 

15. Germany: Warenzeichengesetz of 1961, Sec. 1; France: Law of 1857, Sec. 1. 

16. Hanover Milling Co. v. Metcalf, 240 U.S. 403, 6 TMR 149 (1916); Canal Co. 
v. Clark, 13 Wall. 311 (1871); 3 CALLMANN, UNFAIR COMPETITION (2d ed. 1950) 974 
et seq.; DERENBERG, TRADE-MARK PROTECTION AND UNFAIR TRADING (1936) 28 et seq. 

17. Columbia Mill v. Alcorn, 150 U.S. 460 (1893). See Shredded Wheat Co. v. 
Humphrey Cornell Co., 25 Fed. 960, 963, 8 TMR 369 (C.C.A. 2, 1918). 

18. Yale Electric Corp. v. Robertson, 26 F. 2d 972, 974, 18 TMR 321 (C.C.A. 2, 
1928). 
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negatively by the absence of the two mediaeval traits: it is not 
an accessory only of a self-existent monopoly and its use is not 
compulsory. 

The modern trademark thus is quite distinct from a patent. 
A patent is indeed a monopoly. Attempts to avoid this classi- 
fication have been to no avail. The distinction rather should be 
between a good and a bad monopoly.*® A patent is a good mo- 
nopoly: it is specifically permitted by law. In the Statute of 
Monopolies a distinction was made between monopolistic grants 
of things already in existence and inventions of new and useful 
manufactures. The latter monopolies were allowed to stand 
(Sixth Clause of the Statute). As is common knowledge, this is 
the source of our modern patent law. This is also the reason 
why our patent law has become wedded, by way of antithesis, 
to our monopoly law. There was no exception for trademarks in 
the Statute of Monopolies and none would have been justified 
historically since most trademarks at that time were used only 
as symbols of monopolies by grant and thus were outlawed by 
the Statute together with their economic support; vide Blanchard 
v. Hill. The relation of trademarks to monopolies is, therefore, 
not due to a common statutory source but only to a historical 
development of which all traces have now disappeared unless, 
as will be shown, the connection between the two concepts is re- 
vived by artificial means. 

Under modern conditions, where guilds, monopolies of intro- 
duction and revenue monopolies have become extinct, a trademark 
has no inherent connection to the concept of monopoly. A mo- 
nopoly always denotes the existence of a considerable measure 
of control over the manufacture or supply of a definite com- 
modity.*° A trademark does not control the manufacture or sup- 
ply of a definite commodity but only its appellation.” 

If there is a right to sell goods under a specific name nobody 
ean be prevented from selling exactly the same goods (or services) 
to the same market under a different name. As was said in a 
ease involving the coca-cota mark: “Plaintiff’s rights are lm- 


19. Woop, PATENTS AND ANTITRUST LAWS (1942) 14. 
()PPENHEIM, CASES ON FEDERAL ANTITRUST LAWS (1948) at 78. 


21. The antithetical character of these two problems is brought out in Kellogg Co. 
v. National Biscwit Co., 71 F. 2d 662, 666 (C.C.A. 2, 1934): “The principal question 
ll be whether the defendant has attempted to monopolize the trade in shredded wheat 


yy Only to establish exclusive rights in certain trade names, trademarks and shapes of 
nanufactured product.” 





CO. 
ion 
pat 

of 
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ited at most to two words. All the rest of infinity is open to 
defendant”. 

It has, however, been said that at least well-known trade- 
marks impart freedom or immunities from the rigors of com- 
petition and that they operate in a separate market by themselves 
free from competitive forces.** The conclusion has been drawn 
that no well-known trademark can be said to be “in free and open 
competition” as required in the Fair Trade Laws. 

Undoubtedly much is in a name. To many what we call a 
rose, by any other name would smell less sweet. A good trade- 
mark to a breakfast food may be as important as its nutritive 
value.** Thus, a manufacturer may succeed to create in the public 
a habit of adverting to his brand irrespective of the qualities 
of the product. This is what Learned Hand ealled the “power 
of reiterated suggestion”.*° The mark then becomes the active 
source of the good will of the business, not merely its represen 
tative, as in the conventional theory.” 

There may, therefore, be certain trademarked products the 
success of which is based more on the amount of money put into 
their advertising than upon their physical qualities,—an observa- 
tion probably gladly accepted by advertising agencies and pub- 
licity departments and probably denounced just as emphatically 
by all those engaged in the manufacturing operation. Still, no 
matter how well-known a trademark may be any competitor is 
free to market the same goods under another trademark. Only 
under most unusual circumstances may it be said that the public 
has been brought to the point where a particular product is 
marketable only under one trademark. Strict proof should be 
required of such situation and it is of interest to note that none 
of the decided cases was squarely based on the feature that the 
public would refuse to buy goods under other trademarks and 
that there was, therefore, a monoply in fact if not in law. 

Even less justified are the charges that a trademark is apt 
to confer a “language monopoly’’.* 





22. Coca-Cola Co. vy. Old Dominion Beverage Corp., 271 Fed. 600, 604, 11 TMR 
128 (C.C.A. 4, 1921). 





9 


Timberg, supra note 4 at 325. Cf. Eastern Wine Corp. v. Winslow-Warren Ltd., 

137 F. 2d 955, 957, 33 TMR 302 (C.C.A. 2, 1943). 

24. Miller Tvdings Act of 1937, 50 Stat. 693, 15 U.S.C.A. See. 1-7. 

25. Isaacs, Traffic in Trade Symbols (1931), 44 Harv. L. Rev. 1210, 1212. 

26. Shredded Wheat Co. v. Humphrey Cornell Co., 250 Fed. 960, 962, 8 TMR 369 
(C.C.A. 2, 1918). 

27. ScHECHTER, loc. cit. note 6 at 819. 

28. Timberg, loc. cit. supra note 4 at 344. Cf. Eastern Wine Corp. v. Winslow- 
Warren Ltd., 137 F. 2d 955, 33 TMR 302 (C.C.A. 2, 1943). 


9° 
“ao 
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First, does the trademark confer a monopoly at all? A trade- 
mark may give a right in the nature of an exclusive property 
though even this is in dispute.” In any case, if this is a monopoly 
it is searcely different from the absolute title in a tract of land 
or in a piece of chattel. It is not a monopoly in the economic 
sense. 

Next, does the trademark give a language monoply? This 
would require that out of the common treasure of our language 
a word is appropriated for exclusive ownership by an individual. 
Now, a trademark may give the right of exclusive ownership in 
a word but the word must be a coined one or, if a word of the 
general language, must not have close reference to the goods to 
which it is applied. A descriptive or generic word does not form 
a good trademark.” 

The talk about “language monopoly” thus is reduced to a 
few fringe cases where a word, particularly one that is part of 
a composite mark, has some arguable relationship to the goods 
or is in such general usage that it has become common to the 
trade. To this must be added the cases where a once common 
word has become accepted by the public as the symbol of a par- 
ticular manufacturer (‘secondary meaning’’). 

These familiar problems of general trademark law should 
therefore not be confounded with the problems arising in mo- 
nopoly law.** The trademark problems involve the question 
whether a specific trademark is a good and valid mark and what 
its scope is, that is, to what extent similar marks may be accused 
of infringing the plaintiff’s mark. The antitrust issue arises when 
a per se good and valid mark is used for improper purposes. 

Significantly, most of the trademarks involved in modern mo- 
nopoly cases, for instance, the Merck, Bosch, Mazda, Sperry, 
Bayer and Timken marks were decidedly proprietary or were 





29. See United Drug Company v. Theodore Rectanus Co., 248 U.S. 90, 97, 9 TMR 
1 (1918) ; Chadwick v. Covell, 151 Mass. 190, 23 N.E. 1068 (1890). 

50. Lanham Act Sec. 2(e). 

51. Thus, we find it difficult to accept Mr. Handler’s reasoning that the few sec- 
ondary meaning cases illustrate the way the common law wove the law of trademarks 
and unfair competition into the fabric of antitrust; TRADEMARKS AND ANTITRUST LAWS 
(1948), 38 TMR 387, 391. For the widespread use of the monopoly concept in trade- 
mark eases see Loughran et al. v. Quaker City Chocolate and Confectionary Co., 286 
Fed. 694, 13 TMR 149 (D.C., E.D. Pa., 1923); American Steel Foundries v. Robertson, 
269 U.S. 372, 384, 16 TMR 51 (1926); United Drug Company v. Theodore Rectanus 
Co., 248 U.S. 90, 97, 9 TMR 1 (1918); Eastern Wine Corp. v. Winslow-Warren Ltd., 
137 F. 2d 955, 33 TMR 302 (C.C.A. 2, 1943); Sunbeam Lighting Co. v. Sunbeam Corpo- 
ration, 83 F. 2d 269, 40 TMR 669 (C.C.A. 9, 1950); Barton et al. v. Rex Oil Co., Inc., 
2 F. 2d 402, 14 TMR 455 (C.C.A. 3, 1924); Majestic Manufacturing Co. v. Majestic 
Appliance Co. Inc., 76 USPQ 525, 38 TMR 459 (D.C., N.D. Ohio, 1948). 
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proper names. Only one or two of the marks involved in anti- 
trust actions could be called suggestive of certain properties of 
the goods. Suggestive, however, is not the same as descriptive; 
suggestive names are generally held good trademarks.” 

Descriptiveness, scope of a weak mark, secondary meaning, 
all these are peculiar trademark problems which have little rela- 
tion to the basically economic substance of a monopoly. They 
refer to the borderline between distinctive and generic words, 
which line according to convenience may be staked out more to 
one or the other side but which never is determined by the issues 
present in antitrust cases. 


The Modern Monopolistic Trademark 


If trademarks, as we have tried to bring out, have no in- 
herent monopolistic features, they still may be used in specific 
instances as tools of monopolistic designs. This, however, brings 
us to the pathological aspects of the mark and leads away from 
its normal appearance. A copyright,** a distribution or rental 
system,** a mere quantity discount,* production quotas,* uniform 


conditions of sale,*” supply contracts,** anything may be conceived 


as the tool of a monopolistic conspiracy. 

Surprisingly, when examining the Timken case and the facts 
alleged in some of the actions terminated by consent decree,*® we 
find that the trademarks in these cases were handled, or alleged 
to have been handled, in a manner significant of the mediaeval 
but hostile to the modern trademark concept. The use of the 
marks was made, or alleged to have been made, compulsory by 
agreement, that is, the goods were not allowed to be sold in any 
of the territories of the parties under a mark other than the 
common mark which usually was owned by, or derived from, 
the party accused as holder of the principal monopolistic power.“ 





32. ASPIRIN, an originally distinctive mark, had only later become generic to an 
extent; the ASPIRIN case stands entirely on its own ground; Bayer Co. v. Umted Drug, 
272 Fed. 505, 11 TMR 178 (D.C., S.D.N.Y. 1921). 

33. Interstate Circuit Inc. v. United States, 306 U.S. 208, 227 (1939). 

34. Schine Chain Theaters v. United States, 334 U.S. 218, 227 (1947). 

35. Federal Trade Commission v. Morton Salt Co., 334 U.S. 37 (1948). 

36. United States v. Socony Vacuum Oil Co., 310 U.S. 150, 220 (1940). 

37. Paramount Famous Lasky Corp. v. United States, 282 U.S. 30 (1930). 

38. Standard Oil Company of California v. Umted States, 337 U.S. 293 (1949). 

39. Cases cited supra note 3. 

40. In the Timken case the compulsory use clause was called by the Government 
“the very heart” of the restrictive handling of the trademark; Brief for the Government, 
p. 75. Analogies to the duty to use other trademarks may perhaps be found in situations 
where a patent license is coupled with a duty not to manufacture or use other parties’ 
(unpatented) devices, Motion Picture Patents Co. v. Universal Mfg. Co., 243 U.S. 502 











862 _ THE TRADEMARK REPORTER 


Vol. 51 TMR 





This compulsory use clause then entwined the use of the trade- 
mark with acts charged to evince an exercise of monopoly power, 
such as division of territories, division of fields of interests,*? 
agreements to fix prices,** ete. 

In the Timken case the question was repeatedly raised whether 
the division of territories and the price fixing agreements were 
not permissible since ancillary only to valid trademark licenses. 
This approach was motivated by the attempt of the defendant to 
bring the case under the Rule of Reason of the Appalachian Coals 
case.** The question, however, is not whether agreements illegal 
per se may be condoned as ancillary to lawful trademark agree- 
ments but whether an otherwise lawful use of a valid trademark 
may become ancillary to an unlawful scheme of monopoly. 

If the problem is posed that way it will be apparent that 
the illegality of the restraint of trade must be evident and com- 
plete apart from the trademark features of the scheme.** Accord- 
ingly, it was stated in the Timken case: 


“. .. while a trademark merely affords protection to a name 
the agreements in the present case went far beyond protection 
of the name TIMKEN and provided for the control of the manu- 
facture and sale of antifriction bearings whether carrying 
the mark or not”. 


Thus, even a mark used in furtherance of a monopoly scheme 
is an instrument only, not an incarnation, of the monopoly. We 
should, therefore, be on guard that “the tendency of a principle 
to expand itself to the limit of its logic” ** does not leave us with 
a theorem of trademarks as vehicles of monopoly power which 
has no foundation in the concepts of our modern law, no matter 
how closely trademarks may have been linked in their early his- 
tory to the then existing, differently constituted monopolies. 





(1917); McCullough v. Kammerer Corp., 166 F. 2d 759 (C.C.A 9, 1948); Nattonal Lock- 
washer Co. v. George K. Garret Co., 137 F. 2d 255 (C.C.A. 3, 1943). Cf. Interstate Circuit 
Inc. v. United States, 306 U.S. 208 (1939) (film license conditioned on non-use of other 
films). 

11. Tinken, Bosch, Rohm and Haas, Merck and Bayer cases, all cited supra note 
3; Timberg, loc. cit. supra note 4 at 334. Cf. United States v. National Lead Co., 332 
U.S. 319 (1947). 


> 


42. Bayer case, cited supra note 3; Timberg, loc. cit. supra note 4 at 341. 

43. Timken ease cited supra note 3. Cf. Kiefer-Stewart Comp. v. Josef, 340 U.S. 
211 (1951); United States v. Socony Vacuum Oil Co., 310 U.S. 150 (1940). 

44. Appalachian Coals Inc. v. United States, 288 U.S. 344 (1933). 

45. The principle was thus formulated but questioned by Timberg, loc. cit. supra 
note 4 at 324. 

46. Carpozo, THE NATURE OF THE JUDICIAL Process (1922) 51. 
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Monopoly Problems Affecting the Administration of Trademarks 


While application of the antitrust laws to trademark matters 
is therefore limited, the Timken case and the added emphasis 
it has obtained from the mere fact of the many consent decrees 
have had considerable influence on the drafting of trademark 
agreements, particularly in the international field, wherever the 
parties have had a sufficiently dominant position and the flow of 
export from or import into the United States has been affected 
by the agreement.*’ In conclusion brief reference may therefore 
be made, in highly epitomized form, to a few of the problems 
raised in the practical administration of trademarks: 


(1) Multiple Licenses. In multiple patent licensing one source 
of the hazards of the antitrust laws can be met by eliminating 
the exclusiveness of the license. From a strictly legal point this 
presents few difficulties except perhaps the serious question in 
whose name to take out foreign patents and to bring actions for 
infringements abroad.** 

However, with trademarks this easy solution is not readily 
available. Unless proper precautions are taken multiple non- 
exclusive licenses of trademarks may jeopardize the mark since, 
if several parties are permitted to use the same trademark in the 
same territory in respect of differently made goods, the mark 
may cease to identify a specific origin of the goods. This may 
be obviated by strict quality control through the licensor, as re- 
quired by the laws of many countries,*® but quality control in 
case of multiple non-exclusive licensing places, of course, a heavy 
burden on the organizational handling of the license and there 
are still countries where licenses, or at least non-exclusive licenses, 
are not considered lawful. 


(2) Multiple Trademarks. Another approach to the problem 
is use of alternative trademarks for export purposes. This re- 


quirement was specifically imposed in some of the court decrees. 


47. Otherwise the laws of this country would not be applicable, American Banana 
1.8. 347 (1909); United States y. Aluminum Comp. of 
-f. United States y. Sisal Sales Corp., 274 U.S. 268 


o1" 


Company v. United Fruit Co., 213 1 
America, 148 F. 2d 416, 443. But « 
(1927). 

48. Most foreign laws do not permit a non-exclusive licensee to bring infringe- 
ment suits, Pouillet, op. cit. supra note 14 at 169; REIMER, WETTBEWERBS UND WAREN- 
ZEICHENRECHT (1947) 210 et seq. 

49, Shniderman, Trademark Licensing—A Saga of Fantasy and Fact (1949), 14 
LAW AND Cont. Pros. 248; Ladas, Trademarks and Patents in Foreign Countries (1947), 
37 TMR 195. 

50. See the S.A.F. and Permutit Consent decrees, supra note 3; Derenberg, loc. cit. 
supra note 4 at 385. 
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This step requires first of all elimination of the compulsory use 
clause. The licensee then will have the right to use other trade- 
marks as he sees fit. However, as pointed out by the defendant 
in the Timken case,** when the trademark license is only com- 
panion to a patent and know-how license this will lead to a situa- 
tion where “alien” trademarks are used on products made in 
accordance with the patents and know-how of the licensor. Adop- 
tion of additional trademarks will also frequently result in non-use 
in the foreign country of the principal trademark. Under many 
laws non-use of a trademark is a ground for its cancellation.” 
This is somewhat analogous to the lack of exploitation in case 
of patents. However, even in countries like the United States, 
where—barring monopoly problems—patents may be withheld 
from active use, trademarks may not. 

To these legal problems must be added the commercial dif- 
ficulties. Trademarks, through international distribution of popu- 
lar magazines and trade publications, have the habit of jumping 
the national borderlines. Thus the principal mark of a party is 
often well known abroad while a newly created export mark may 
face a difficult fight uphill when later introduced in the foreign 
market. 

Frequently trademarks are also branded into or otherwise 
applied to the goods as part of the manufacture. When the export 
constitutes a fraction only of the domestic sales there is usually 
a cost objection to separate manufacture of differently marked 
goods for export purposes. 


(3) Assignments and Corporate Mergers. An assignment of 
the mark to a subsidiary may be made with a reversionary in- 
terest for the parent company. This latter device, however, was 
already involved in the Timken case and certainly did not help 
the defendant. Assignment to a subsidiary and reassignment back 
to the parent company furthermore bring up the problem that 
trademark assignments in many countries are good only when 
accompanied by a transfer of the business.” 

Another way of accomplishing the result of a transfer of 
the mark is a merger with the subsidiary. This method, when 





51. Reply Brief of defendant at 30, 31. 


52. Lanham Act, Sec. 8a. For a comprehensive survey see Callmann, Registration 
and Use in the Trademark Laws of Different Countries (1958), 48 TMR 395; also Ladas, 
loc. cit. supra note 49. 

53. Lanham Act, Sec. 10. As illustrative of the foreign laws see, for instance, 
Germany, Warenzeichengesetz 1961, Sec. 8; Switzerland, Markenschutzgesetz, Sec. 11. 
See also Ladas, loc. cit. supra note 49 at 303. 
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applicable, likewise leads to a unified control of the mark. Tech- 
nically, it means that the transfer of the mark is consequent upon 
a merger of title instead of an individual assignment, which has 
the advantage that the transfer of the good will usually will 
not be questioned.” 

It is also possible to transfer the mark to, or leave it in 
the hands of, the foreign subsidiary without resorting to any 
agreement. Reliance is then placed exclusively on control of the 
subsidiary through corporate means, viz. stock ownership and the 
right to vote in the election of the directors. This exposes the 
mark to foreign confiscatory actions directed against the sub- 
sidiary but, otherwise, may still be the safest method under the 
perspective of the antitrust laws. 

In summary, while the trademarks have fewer points of con- 
tact with the monopoly laws than patents, trademarks amply add 
to the legal complexities because of their very nature and, more 
specifically, because of the numerous restrictions on licenses, as- 
signments and non-use. 











54. Foreign laws often apply restrictive rules to non-national companies, particu- 
larly when holding land or engaging in manufacturing, see as illustrative, Brazil, Com- 
pany Law of 1940, Art. 59 et seq. Also privileges granted by some governments, such 
as in Puerto Rico and Uruguay, to domestic companies introducing new industries, may 
not be available to mere branches of foreign companies. 
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INCOME TAX CONSIDERATIONS IN TRADEMARKS 
AND UNFAIR COMPETITION! * 


By John R. Cohan** 


Until the enactment of Section 177 of the Internal Revenue 
Code on June 29, 1956, it was well settled that the cost of 
acquiring a trademark was a capital expenditure. Thus, the 
expenses of acquisition were not deductible as ordinary and nec- 
essary business expenses. Stuart Company, CCH Dee. 17,762(M), 
9 TCM 585, (1950), aff’d per curiam, 52-1 ustc {[ 9236, 195 2d 176 
(C.A. 9). Moreover, the cost of a trademark could not be amor- 
tized or depreciated since such a mark has an indefinite life and 
in all likelihood will increase rather than decrease in value over 
the years. Rainer Brewing Company, CCH Dee. 15,228, 7 TC 
162 (1946), aff’d per curiam, 48-1 ustc § 9134, 165 F. 2d 217 
(C.A. 9), rehearing den., 48-1 ustc {] 9184, 166 F. 2d 324. Tax- 
payers were not able to avoid this rule by pointing to the limited 
period of registration under the various registration statutes, as 
a trademark arises under common law independent of the regis- 
tration statutes. There was some suggestion in the cases that 
the cost of the registration itself might be written off over the 
life of the registration, but the Internal Revenue Service took the 
contrary position. See Rev. Rul. 55-158, 1955-1 CB 319. 

Section 177 of the Internal Revenue Code was designed to 
change these rules in certain areas, but it will be seen that these 
long existing principles continue to control in the numerous areas 
where Section 177 does not apply, or if its benefits are not elected. 
U. S. Treas. Reg. 1.177-1(a)(4). Moreover, the State of Cali-. 


fornia has no comparable provision so that the federal case law 
developed before the enactment of the section applies. See Bock, 
1960 Guidebook to California Taxes, § 310. Section 177 is a relief 
statute but has created a number of traps for the unwary, and 
the choice whether to elect to come within its provisions may 
sometimes be a difficult one. 











t 800.8—TAXES. 

* This article is based on a chapter which the author has contributed to the 
specialty handbook, Legal Aspects of Competitwe Business Practices, which was dis- 
tributed by the California State Bar’s Continuing Education of the Bar program to 
registrants in its February, 1961 series. Reprinted here as it appeared in Tazes, June, 
1961. 

** Partner in the firm of Irell & Manella, Los Angeles; member of the California, 
Beverly Hills and Los Angeles Bars. 
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Amortization Under Section 177 


Section 177 permits the taxpayer to elect to treat certain 
trademark and trade name expenditures incurred after December 
31, 1955, as deferred expenses (rather than capital expenditures) 
which may be amortized over a period of not less than 60 months. 
Thus, a taxpayer who incurs attorneys’ fees and registration costs 
of $600 in establishing a trademark may elect to deduct on his 
federal income tax returns $10 per month for 60 months, $5 per 
month for 120 months, ete. Under Section 177 only “trademark 
or trade-name expenditures” may be amortized. To qualify as 
such, an expenditure must meet each of the following three tests: 
(1) be directly connected with the acquisition, protection, expan 
sion, registration or defense of a trademark or trade name; (2) 
be chargeable to capital account; and (3) not be part of the 
consideration paid for a trademark, trade name or business. 

Each of these requirements will be discussed in detail below. 

The Senate committee report indicates that the purpose of 
the section is to eliminate the undue advantage enjoyed by large 
firms having their own house counsel over small firms hiring 
independent counsel or other talent to develop and defend a trade 
mark. Large firms were permitted to deduct the entire compen- 
sation paid to their counsel even though a portion of his time 
was spent on trademark matters, since it was not possible to 
segregate compensation paid for these services. Small firms, on 
the other hand, had to engage independent counsel in trademark 
matters whose compensation could be readily identified and dis 
allowed as a deductible expense. Thus, the election to amortize 
such an expenditure under Section 177 was designed to eliminate 
a hardship suffered by small companies. Senate Committee Re- 
port #1941 (1956) 84th Cong., 2d Sess., p. 8. 

Expenses of acquisition, etc.—As indicated above, to qualify 
for the favorable treatment under Section 177, a trademark or 
trade name expenditure must be “directly connected with the ac- 


quisition, protection, expansion, registration (federal, state or 
foreign) or defense of a trademark or tradename.” Neither the 
statute, committee reports or regulations give any indication of 
what is needed for a “direct connection.” 


The term “acquisition.”—It is clear that attorneys’ fees, 
artists’ fees and registration fees incurred to create a trademark 
qualify as costs of acquisition. Likewise, legal expenditures 
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incurred to ascertain that a particular trademark which the 
taxpayer proposes to use is available and legally valid are en- 
compassed by this term. (In the event the attorney determines 
that the mark is not available, his fees are deductible as a loss.) 


The cost of consulting a public relations firm or advertising 


agency to determine which one of several proposed marks is most 
likely to get a favorable reaction also appears to be within the 
cost of acquiring a trademark. However, similar expenditures 
to obtain advice on the packaging or dress of the product present 
some difficulties. Suppose, for example, that your client, a bright 
young chemist, has just discovered a new vitamin formula which 
he proposes to call pk. SQUIGLEY’s PEP PILLS. Your client consults 
a public relations firm to determine whether a green or red pack- 
age is likely to sell a greater quantity of pills, and whether the 
bottle should be tall and thin or short and fat. Whether the 
fee of the public relations firm will be amortizable will probably 
depend upon the ingenuity of the consultant. If the design rec- 
ommended by the consultant is so distinctive that the dress itself 
becomes the trademark for DR. SQUIGLEY’s PEP PILLS, the cost of 
creating the dress will be amortizable under Section 177. There 
is some question whether the fee is amortizable if the dress is 
not distinctive enough to qualify as a technical trademark but 
the package ultimately acquires a secondary meaning. Since such 
secondary meaning may not arise except after the close of the 
taxable year, the interesting but unanswered question is presented 
whether the taxpayer may rely on events occurring after the 
close of the taxable year to support the amortization of expenses 
in the year paid or incurred. If the package is distinctive enough 
to make it probable that it will acquire a secondary meaning, the 
expenses ought to qualify under Section 177. But see, for ex- 
ample, Morton Frank, CCH Dee. 19,702, 20 TC 511 (1953), (case 
of finding new business). In any event, if the dress is not a 
technical trademark, and does not acquire a secondary meaning, 
Section 177 will not apply and the fee paid the consultant may 
be a capital expenditure for an item having an indefinite life. 
The cost of general advice from a public relations firm not yield- 
ing an asset of permanent value, on the other hand, is currently 
deductible as an ordinary and necessary business expense and 
entirely outside of the scope of Section 177. Moreover, the cost 
of developing the formula may be deductible as a research and 
experimental expenditure under IRC Section 174, while the cost 
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of developing the dress apparently does not so qualify. See U.S. 
Treas. Reg. 1.174-2(a) (1). 


Other terms.—Both the scope of the words “protection and 
defense” for the purpose of Section 177 and the problems re- 
lating to the tax treatment of costs incurred to protect or defend 
a trademark are discussed in the section relating to trademark 
and trade name infringement litigation. 

The statute itself states that expenses incurred in registering 
the trademark either with the federal government, a state, or a 
foreign government will qualify for favorable treatment. The 
word “foreign” apparently includes registration both on the na- 
tional and local level of government of a foreign country. 

Taxpayers will undoubtedly attempt to give a broad meaning 
to the term “expansion” in the statute. Clearly, expenditures in- 
curred to use a trademark in a new territory or in connection 
with a new product will qualify. For example, a bakery using 
a certain trademark in connection with its bread may want to 
reregister the mark before using it in connection with cookies 
or other bakery products. However, controversies will arise when 
taxpayers seek to qualify as expenses of expansion payments 
made to have another desist from using a similar mark in con- 
nection with related products. 


Capital nature of expense.—Unless an expenditure is prop- 
erly chargeable to a capital account in the absence of Section 177, 
the section will not apply. Thus, an expenditure which is cur- 
rently deductible may not instead be amortized by the taxpayer 
at his election. 

The question whether an expenditure is currently deductible 
in whole or in part is most likely to arise in the case of an 
advertising campaign to establish and promote a trademark. While 
the courts have recognized that advertising campaigns do to some 
extent have a permanent value, it has been held that the expenses 
of advertising are deductible for income tax purposes in the year 
paid or incurred. The principal reason given the purpose of the 
statute was to remove the inequity of permitting large corpora- 
tions to deduct as part of their payroll attorneys’ fees, artists’ 
fees, etc., while small corporations were not able to do so because 
the expenditures were readily identifiable. Clearly, a payment to 
another, even if by a large corporation, to refrain from using a 
trademark is readily identifiable. Thus, such payment may well 
be outside the scope of the relief which Congress intended to 
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give in Section 177. Even though the attorneys’ fees incurred 
by A were connected with trademark infringement litigation and 
deductible according to a broadly worded example in the regu- 
lation, the government may take the position that the attorneys’ 
fees merely increased the cost of the “purchase.” 

A’s ease for amortizing the expenditure will be improved if 
in the settlement B admits that he had no right to use the name 
instead of merely agreeing to refrain from using the name. Such 
an acknowledgment by B hampers the argument that A acquired 
any rights since B admits that he had none. Thus, analogy can 
be drawn to cases holding that legal costs in evicting a trespasser 
are currently deductible. See Bliss v. Commissioner, 3 uste {| 928, 
57 F. 2d 984 (C.A. 5, 1932), approved in Campbell v. Fields, 56-1 
ustc {/ 9233, 229 F. 2d 197 (C.A. 5). B, on the other hand, will 
have ordinary income rather than capital gain unless he can dem- 
onstrate that a sale or exchange has occurred. See Jack Ro- 
senzweig, CCH Dee. 12,877, 1 TC 24 (1942), aeq., 1948 CB 19. 


Purchase of a business.—The acquisition of a going business 
will often include a trademark or the name of the business as 
well as its physical assets and good will. The seller will want 


to allocate the bulk of the purchase price to those items which 
yield capital gain, while the purchaser will desire to allocate the 
bulk of the purchase price to those items which can be written 
off against income, that is, items other than trademarks. In the 
absence of an allocation of the purchase price by the parties, 
the government may take inconsistent positions with the two 
taxpayers involved and let the parties fight it out in the Tax 
Court between them. An agreed upon allocation of the total 
price may be of more significance than a change in the price and 
will often preclude costly disputes later. However, if the seller 
is not concerned with the allocation of the purchase price as in 
the case of a sale in which gain is not recognized to the seller 
under IRC Section 337, the government may look upon the allo- 
eation with suspicion. 

While an unreasonable allocation will not be binding for in- 
come tax purposes, both parties to the sale of the business may 
be amenable to resolving reasonable doubts in valuation toward 
the allocation of a relatively small part of the purchase price 
to the trademark or trade name being sold. 

The sale of a business and its trademarks or trade name 
will frequently be accompanied by a covenant not to compete. 
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The cost of such a covenant will be amortizable by the buyer 
over its life, but will constitute ordinary income to the seller. 
While the majority of courts have tended to examine independ- 
ently the portion, if any, of the price allocable to such covenants, 
the tendency of the more recent cases is to honor a reasonable 
allocation made by the parties. For a discussion of the tax 
problems engendered by covenants not to compete, see Wolfen, 
Covenants Not to Compete, 1960 University of Southern Califor- 
nia Tax Institute. 


The requirement of an expenditure.—Section 177 permits the 
amortization only of certain “expenditures.” Thus the amortiza- 
tion of a new basis acquired upon inheritance of a trademark is 
that it is impossible to determine with any reasonable certainty 
the portion of an advertising expenditure which builds up per- 
manent good will rather than increasing current sales. Moreover, 
the public tends to have a short memory in the matter of adver- 
tising. F. E. Booth Company, CCH Dec. 64438, 21 BTA 148 (1930). 

This principle was recently reaffirmed in the celebrated case 
of Sanitary Farms Dairy, Inc., CCH Dee. 21,376, 25 TC 463, aeq. 
56-2 CB 8. In that case, the owner of a large dairy was _ per- 
mitted to deduct the cost of an African safari used by the tax- 
payer to promote his business. The Commissioner, in addition 
to maintaining that the expense of the safari was a personal one, 
maintained that the bulk of the expenditure, if it constituted le- 
gitimate advertising expense, should be spread out over a number 
of years. The Tax Court permitted the entire deduction in the 
year paid stating that advertising expenses are normally deduct- 
ible in the year paid or accrued. 

While the value of a trademark is often determined in part 
by the amount of advertising expense paid in connection with 
its promotion, it appears unlikely that the Commissioner would 
ever be successful in establishing to the satisfaction of a court 
that any part of such expenditure should be capitalized. Thus, 
advertising expenses being currently deductible are not within 
the scope of Section 177. 


The question whether expenses in connection with litigation 
are properly chargeable to the taxpayer’s capital account is dis- 
cussed below. 


The purchase exception.—The third requirement for amor- 
tization under Section 177 is that the expenditure not be a part 
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of the consideration paid for an existing trademark, trade name 
or business. 


Scope of the term “purchase.”—The Regulations make it clear 
that the cost of purchasing an existing competitive trademark 
to protect or expand a previously owned trademark will not 
qualify for amortization under Section 177. U. S. Treas. Reg. 
1.177-1(b)(1) (iii). Naturally, the cost of a right to use a trade- 
mark for a limited period may be written off over the life of 
such right without resort to Section 177. The Regulations also 
provide that Section 177 is not applicable to “expenditures paid 
or incurred for an agreement to discontinue the use of a trade- 
mark or tradename (if the effect of the agreement is the pur- 
chase of a trademark or tradename).” Interesting questions will 
doubtlessly arise in this area. 

Suppose, for example, that A has been using the name GooPy 
Goo on its candy bars for a number of years (and that the name 
has acquired a well-established secondary meaning). In 1960, 
B commences to manufacture a new candy bar using the name 
GooEy coop. A seeks to enjoin B, but a settlement is reached under 
which A pays B $20,000 for B’s agreement to refrain from using 
the name GOOEY Goop or any similar name in connection with candy 
bars. Has A by making this settlement “in effect purchased” 
the name Goory coop? It would appear that he has not, but that 
A merely protected the name which he already has. Moreover, 
by the settlement, A has not acquired any right in the name GOOEY 
coop as against third parties. The taxpayer, far from having 
acquired anything, has merely protected or expanded his existing 
trademark, so that the $20,000 payment ought to be amortizable 
under the section. 

The Treasury, however, may well take the opposite position 
in light of the regulation quoted above. There is merit in the 
contrary position in that the legislative history shows that mark, 
the dissolution of a corporation or similar circumstances is ap- 
parently not permitted under Section 177. 


Method of Amortization 


Assuming an expenditure qualifies for amortization under 
Section 177, the taxpayer may amortize the payment over a period 
of not less than 60 contiguous months. The first month during 
which amortization is taken is the first month of the taxable year 
during which the expenditure is paid or incurred. 
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For example, suppose the taxpayer uses a calendar year for 
tax purposes and hires A, an artist, to design a trademark. On 
December 29, 1960, he pays him $1,000 for his services rendered 
during the year, and properly elects to amortize the expenditure 
over a 60-month period. Amortization will begin with January 1, 
1960, the first month of the taxpayer’s year during which the 
expenditure was paid or incurred, and the taxpayer will be able 
to deduct $200 on his 1960 income tax return. (For a taxpayer 
on the cash method of reporting income, the month during which 
payment is made controls. On the other hand, for an accrual 
method taxpayer, the month during which the liability to pay 
becomes fixed is crucial.) 

Once the number of months over which to amortize the ex- 
pense has been chosen by the taxpayer, the period may not be 
subsequently changed. U. S. Treas. Reg. 1.177-1(a)(2). Thus, 
if in 1961 the taxpayer in the above example decides he would 
like to amortize the remaining $800 of the artist’s fee over a 
ten-year period, he will not be permitted to do so. However, 
separate elections may be made by the taxpayer for each separate 
trademark or trade name expenditure and a different period of 
amortization may be chosen for each separate expenditure. U. S. 
Treas. Reg. 1.177-1(a) (3). 

The Regulations are not clear as to what is meant by a 
“separate” trade name expenditure. It is obvious that the ex- 
penditures incurred under separate employment agreements in 
connection with two different trademarks are separate trademark 
expenditures. Suppose, however, that during 1960 the taxpayer 
on advice of his lawyer hires an artist to design five possible 
trademarks, one of which is intended to be used to market a 
new product. The artist’s charge is $1,000 per trademark. There- 
after, one trademark is selected. While it is possible to argue 
that the $4,000 cost of the four unused trademarks is deductible 
as a loss, it appears that the full $5,000 should be capitalized as 
the cost of acquiring one trademark, amortizable under Section 
177. 

A more practical problem is whether different expenditures 
in connection with the same trademark constitute separate trade- 
mark expenditures for purposes of Section 177. Suppose, for 
example, that the taxpayer in 1959 pays A the sum of $2,000 
to design a trademark. In 1960 he pays B, his attorney, $1,500 
to advise whether the trademark is a valid one and to take 
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the necessary steps to register it. It would appear that such 


expenditures constitute separate expenditures, and that the tax- 
payer must commence to amortize each expenditure in the year 
paid or incurred. See U. 8S. Treas. Reg. 1.177-1(b)(35) example 
(1). It appears to follow that a different period of amortization 
may be selected for each of the foregoing expenditures. 


Method and Effect of Election 


Maintenance of records.—To avail himself of the benefits of 
Section 177, the taxpayer must maintain his books and records 
in such manner as to permit an identification of the character 
and amount of each expenditure which the taxpayer elects to 
amortize, showing the period over which amortization will be made. 
U.S. Treas. Reg. 1.177-1(c¢). 


Time and manner of making the election——Taxpayers will 
not be able to use Section 177 unless they file an election with 
their income tax return for the year in which the expenditure 
was paid or ineurred within the time prescribed by law for filing 
the income tax return in question (including extensions thereof). 
The election must state the taxpaver’s name and address, the 
taxable year involved, the character and amount of each ex- 
penditure to which the election applies, and the number of months 
over which each expenditure will be amortized. In addition, the 
taxpayer must make a declaration stating that he will maintain 
records in the manner described above. U. S. Treas. Reg. 
1.177-1(c). No printed form is available to make the election. 

Note that if the taxpayer fails to attach the election to the 
proper tax return or fails to file an income tax return on time 
(taking into account extensions of time), he will be precluded 
from amortizing the cost of acquiring a trademark or trade name. 
Thus, a taxpayer who incurs a $50,000 attorney fee to defend 
a trademark and who fails to make a proper election will get 
no tax benefit from such payment until the trademark is sold 
or abandoned. 

The election onee made as to a particular expenditure is 
irrevocable. U. S. Treas. Reg. 1.177-1(a)(1). Presumably, a tax- 
payer can change the election to a limited extent by filing an 
amended return on or before the due date of the return in which 
the election was made. 

There appears to be an oversight in the Regulations in con- 
nection with unamortized trademark expenditures which become 
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worthless before the amortization period expires. However, it 
would appear that the unamortized portion of such an expenditure 
should be deductible as a loss in the year in which the trade- 
mark or trade name becomes worthless. Compare U. 8S. Treas. 


Reg. 1.167(a)-8. 


Disposition of Trademarks 


The two principal methods to dispose of a trademark are 
a sale and an abandonment. The tax effect of each of these is 
discussed below. 


Sale 


The sale or license of a trademark will yield long-term eapital 
gain or loss if the taxpayer is able to meet the following three 
requirements : 

(1) The trademark must constitute a capital asset; 

(2) The taxpayer must have a holding period of at least 
six months; and 


(3) A “sale or exchange” must have occurred. 


Qualification as capital asset—A trademark ordinarily con- 
stitutes a capital asset since it has an indefinite life and is not 
held for sale to customers in the ordinary course of business. 
See Rev. Rul. 55-694, 55-2 CB 299. Note that a trademark is 
not an asset described in IRC Section 1231 since its cost is 
amortizable under IRC Section 177, not Section 167. See IRC 
Section 1231(b). It is also interesting to note that while a busi- 
ness man may create his own trademark and consider it an 
artistic composition, capital gain treatment will not be denied 
under IRC Section 1221(8) by reason of the mark’s artistic 
character, since a trademark is not protected under the copyright 
law. U.S. Treas. Reg. 1.1221-1(c). 


Holding period.—The taxpayer’s holding period commences 
no later than upon the establishment of the trademark or trade 
name under state law, or upon its purchase. Compare Edward 
C. Myers, CCH Dec. 16,527, 6 TC 258 (1946). Under certain 
circumstances such as a tax-free incorporation or tax-free reor- 


ganization, the taxpaver may combine his own holding period with 
that of his predecessor. See IRC Section 1223. 
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Sale or exchange.—lt is well settled that an outright assign- 
ment of a trademark or trade name or an undivided interest 
therein constitutes a sale for tax purposes. US v. Adamson, 47-1 
ustc {| 9269, 161 F. 2d 942 (C.A. 9). However, many transactions 
in the trademark field are cast in the form of a license. For tax 
purposes such licenses may qualify as sales despite the use of 
terminology of license. 

The distinction between a sale and license (in the tax sense) 
is crucial from the seller’s point of view. While a sale of a trade- 
mark ordinarily yields capital gain, a license invariably produces 
royalties constituting ordinary income. Conversely, the purchaser 


of a trademark or trade name is not able to deduct the purchase 


price while a licensee for a limited period will obtain a current 
deduction. 

For tax purposes, a perpetual and exclusive license to use a 
trademark or trade name constitutes a sale. It makes no dif- 
ference whether this license conveys the right to use the trade- 
mark or trade name throughout the entire world or any particular 
country or state. Seattle Brewing & Malting Company, CCH Dee. 
15,117, 6 TC 856, aff'd, per curiam, 48-1 ustc § 9135, 165 F. 2d 
216 (C.A. 9), rehearing den., 48-1 ustc § 9188, 166 F. 2d 326. 
Moreover, an exclusive and perpetual right to use a trademark 
or trade name in a particular industry will yield capital gain. 
US v. Carruthers, 55-1 ustc J 9223, 219 F. 2d 21 (C.A. 9), (patent 
ease). Nor is a sale precluded by the fact that the consideration 
payable is measured by the number of units sold or a percentage 
of the net sales of the product using the trademark or trade name, 
rather than for a lump sum consideration. Rose Marie Reid, CCH 
Dee. 21,806, 26 TC 622, acq., 1956-2 CB 8. 

One would think that a sale for tax purposes requires an 
assignment or license of the trademark or trade name valid under 
state law, but the Tax Court recently suggested otherwise. Rose 
Marie Reid, cited above. Nevertheless, conservative practice would 
indicate that a valid assignment or license under state law should 
be insisted upon by counsel. 

It is clear that a sale will not oceur for tax purposes if the 
license is either non-exclusive or for a limited period. Thomas D. 
Armour, CCH Dec. 20,296, 22 TC 181, (1954) (limited period) ; 
National Bread Wrapping Company, CCH Dee. 23,027, 30 TC 550, 
(1958) (non-exclusive license, patent case). 
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The most difficult fact situations in which to determine whether 
a sale or license has occurred for tax purposes are those exclusive 
and perpetual licenses where the seller attempts to retain various 
strings on a licensed property which typically includes both a 


patent and a trademark or trade name. It is clear that a sale will 
not be precluded for tax purposes merely because the taxpayer 
retains legal title to the trademark for security purposes, reserves 
the right to consent to an assignment thereof and retains the right 
to terminate the license in the case of non-performance by the 
exclusive licensee. Seattle Brewing Company, cited above. 

To protect his interest in a licensed trademark and avoid a 
constructive abandonment, a licensor must maintain certain quality 
controls. Such controls may include the right to train key per- 
sonnel, to approve location of outlets, to exclusively furnish cer- 
tain basic ingredients of the products sold, to supervise quality, 
etc. Where such rights are reserved the cases are in conflict as 
to the tax results of the transaction. The Tax Court and the 
Ninth Circuit subscribe to the stricter view that under such cir- 
cumstances, a license and not a sale has occurred. Compare Joe 
L. Schmitt, Jr., CCH Dee. 22,983, 30 TC 322, aff’d, 59-2 vusre 
7 9718, 271 F. 2d 301 (C.A. 9) with Dairy Queen of Oklahoma, 
Inc. v. Commissioner, 58-1 ustc § 9155, 250 F. 2d 503 (C.A. 10). 
It will require ingenuity to avoid a constructive abandonment of 
the trademark by virtue of the license, while retaining the plum 
of capital gain. 

An interesting tax accounting question arises in the case of 
an exclusive and perpetual license paid for according to the num- 
ber of units produced or a percentage of the net profits to be 
earned. How is the seller’s basis for the trademark or trade name 
to be allocated? For example, suppose that a taxpayer has an 
adjusted basis for the name trix of $50,000 and gives X the 
exclusive and perpetual right to use the name in connection with 
its shoes in the State of California for the price of 75 cents per 
pair of shoes sold. During the first year, the taxpayer receives 
$20,000. Is the taxpayer entitled to apply this sum against his 
basis and report no income during the year in question (that is, 
use the “cost recovery” method of amortization), or must he al- 
locate his $50,000 basis over his anticipated receipts and report 
a portion of the amount received as capital gain income during 
the year. In view of the fact that the license is perpetual, and 
in the absence of a reasonable method of forecasting the total 
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amount to be received under the license, the taxpayer should be 
permitted to use the cost recovery method. Compare U. 8. Treas. 
Reg. 1.453-6(a) (2). See also recitation of facts in Robert L. Hol- 
comb, CCH Dee. 22,990, 30 TC 354 at 356 (1958), acq., 1958-2 
CB 6. Once the taxpayer has recovered all his cost, the income 
thereafter received will be wholly taxable as long-term capital 
gain. 


Treatment of the buyer of licensee.—It is clear that a licensee 
for a limited period will obtain a current deduction for the roy- 
alties paid. Moreover, a licensee under a perpetual and exclusive 
license will be able to obtain a current deduction for royalties 
paid if the royalties are measured by the production or sales 
of the product to which the mark relates. Thus royalties of five 
cents per unit produced or equal to 1 per cent of net sales, pay- 
able under a perpetual and exclusive license, are deductible, even 
though the licensor may report the royalties as capital gain. Seattle 
Brewing Company, cited above. The deduction is permitted be- 
“ause the periodic payment creates no right to use the mark in 
the future without a similar payment. A lump sum payment for 
such a perpetual license, on the other hand, will not be deductible 
since the payment creates an asset of indefinite duration. More- 
over, such payment cannot be amortized under Section 177. The 
possibility of settling trademark infringement litigation by the 
use of a perpetual and exclusive license requiring perpetual peri- 
odic payments should not be overlooked. 

Measuring the gain from the sale.—If a sale in fact occurs, 
the seller’s gain or loss will be measured by the difference be- 
tween the selling price and the seller’s adjusted basis for the trade- 
mark. His adjusted basis will either be his cost or the fair market 
value on a particular occasion such as the death of the owner, 
the dissolution of a corporation, or the enactment of the Income 
Tax Laws on March 1, 1913, reduced by amortization or losses. 
In determining fair market value of a trademark, it should be 
noted that such value is not necessarily equal to the value of 
the taxpayer’s good will. Good will is composed of numerous 
items including the trademark or trade name, the location of the 
business, customer lists and similar items. In the event the tax- 


payer has incurred a loss in connection with a trademark or trade 
name, his basis therefor will be reduced only by the portion of 
the loss deduction yielding a tax benefit. Rainier Brewing Com- 
pany, cited above. 
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It should also be noted that any portion of the selling price 
which, in fact, represents payment for personal services rendered 
by the seller will produce ordinary income. Rose Marie Reid, cited 
above. Moreover, any part of the selling price attributable to 
previously earned but uncollected royalties for use of the trade- 
mark or trade name will constitute ordinary income. Commis- 
stoner v. Phillips, 60-1 usre §| 9294, 275 F. 2d 33 (C.A. 4). 


Abandonment 


The taxpayer is entitled to an ordinary loss deduction in the 
year in which a trademark is abandoned. Such loss is measured 
by his adjusted basis at the time of abandonment. 

In this connection, U. S. Treas. Reg. 1.165-2(a) provides: 
“A loss incurred in a business or a transaction entered into for 
profit and arising from the sudden termination of the usefulness 
in such business or transaction of any non-depreciable property, 
in a case where such business or transaction is discontinued, or 
where such property is permanently discarded from use therein, 
shall be allowed as a deduction under Section 165(a) for the 
taxable year in which the loss is actually sustained. For this 


purpose, the taxable year in which the loss is sustained is not 


necessarily the taxable year in which the overt act of abandon- 
ment, or the loss of title to property, oceurs.”’ 

The regulation requires that the deduction be taken in the 
year the loss is sustained rather than in a later year in which an 
overt act of abandonment or loss of title occurs. This is intended 
to prevent the taxpayer from postponing the year of his loss to 
yield the maximum tax advantage. See Superior Coal Company, 
CCH Dee. 13,586(M), 2 TCM 984 (1943), aff’d, 44-2 uste {] 9541, 
145 F. 2d 597 (C.A. 7), cert. den., 324 U. S. 864, 65 S. Ct. 913. 

While it is true that the taxpayer may not postpone his 
loss by merely retaining title to the property, he will not be 
permitted to deduct an abandonment loss until there is both an 
act of abandonment and an intent to abandon. W. B. Davis & Son, 
Inc., CCH Dee. 14,872, 5 TC 1195 (1945): Citizens Bank of Weston 
v. Commissioner, 58-1 ustc § 9301, 252 F. 2d 425 (C.A. 4). Mere 
nonuse does not produce a loss either from abandonment or from 
the other causes described in the Regulation quoted above. 

In the case of intangible property such as a trademark or 
trade name, the act of abandonment can be shown by resolution 
of the board of directors, the write-off of the assets on the books 
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of the taxpayer and a public announcement in a trade paper or 
similar publication. Hazeltine Corporation v. Commissioner, 59-1 
ustc {] 9242, 170 F. Supp. 615 (Ct. Cls.). It is not sufficient merely 
to permit the registration of the trademark or trade name to 


expire since the owner’s rights thereto continue under common 
law, independent of the registration statutes. In the Hazeltine 
case, the taxpayer was permitted to take a loss deduction for a 
trademark in 1944, the year in which the corporate action de- 
scribed above was taken, even though the name had not been used 
for many years. Thus the Hazeltine case apparently permitted 
the taxpayer to postpone his loss merely by the expedient of 
failing to take the corporate action described above for a number 
of years. In view of the apparent conflict with the quoted regu- 
lation, more litigation can be expected in this area. 

The year in which a loss occurs is frequently established by 
a sale of the worthless item for its scrap value. This is not prac- 
tical in the case of trademarks, as the loss would be converted 
from an ordinary loss into a capital loss. IRC Section 1231 does 
not apply to trademarks. 

If a trademark is associated with a patented item and the 
mark becomes the generic name for the patented product, then 
the loss occurs upon the expiration of the patent, provided the 
trademark thereupon becomes public property. See dictum in 
Hazeltine Corporation, cited above. 

In the event the taxpayer loses his right to use a trademark 
in litigation, the loss occurs for tax purposes in the year in which 
the controversy is finally determined against him. Thus, a tax- 
payer is not permitted to deduct a loss upon the adverse decision 
of the trial court from which he has appealed. See George G. 
Urquhart, CCH Dee. 19,879, 20 TC 944 (1953), rev’d on other 
grounds, 54-2 ustc { 9566, 215 F. 2d 17, (C.A. 3). 


Deductibility of Attorneys’ Fees in Litigation 


The taxpayer will be permitted to deduct attorneys’ fees and 
costs of litigation if the attorneys’ services were directly con- 
nected with the taxpayer’s business (or a transaction entered into 
for profit), if allowance of the deduction would not frustrate public 
policy, and if the expenditure is not of a capital nature. As will 
be seen, the courts are more liberal in permitting the deduction 
of attorneys’ fees than the deduction of damages, and in certain 
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situations, the taxpayer will be allowed to deduct the one but 
not the other. 


Personal and Business Expenses Distinguished 


The distinction between a personal and business expenditure 
is aptly illustrated in the area of defamation. Attorneys’ fees 
incurred in an action for libel or slander are deductible by both 
the plaintiff and the defendant, if the costs were incurred to 
protect the business reputation of the taxpayer or the taxpayer 
made the offensive statement in the course of his business, whether 
the taxpayer prevails or not. Pauw Draper, CCH Dee. 21,701, 26 
TC 201 (1956), aeq., 1946-2 CB 2, disapproved in Lewis v. Com- 
missioner, 58-1 ustc J 9420, 253 F. 2d 821 (C.A. 2). Thus, if one 
competitor states that the other sells defective merchandise or 
misrepresents its quality, the attorneys’ fees incurred by both 
parties are deductible regardless of the outcome of the litigation. 
On the other hand, if one competitor attacks the personal char- 
acter of the other, the attorneys’ fees are not deductible. For 
example, in Lloyd v. Commissioner, 3 ustc {| 873, 55 F. 2d 842 
(C.A. 7, 1932), the taxpayer, a corporate executive, was slandered 
by X at a business convention at which X defamed the taxpayer’s 
character and reputation for integrity, reliability and sobriety. 
The taxpayer demonstrated that the remarks were brought to the 
attention of his corporation’s customers and competitors. Never- 
theless, his attorneys’ fees were held a personal expenditure. Even 
though nearly every slanderous statement about an individual’s 
character affects his business to some extent, nevertheless, any 
expense in defending one’s good name is not an ordinary and 
necessary business expense. Lewis v. Commissioner, cited above. 
However, if the plaintiff is successful in an action for a personal 
libel, the Internal Revenue Service has ruled that the attorneys’ 
fees attributable to any punitive damages he may receive are de- 
ductible. Rev. Rul. 58-418, 1958-2 CB 18 (1948). 


Ordinary and Necessary Requirement 


The Commissioner has on occasion sought to disallow the de- 
duction of attorneys’ fees because they were not ordinary and 
necessary expenditures. However, he has been singularly unsuc- 
cessful in his attempts. The Supreme Court early held that the 
cost of engaging an attorney is an ordinary and necessary ex- 
pense since a suit ordinarily requires the employment of counsel 
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and the payment of his charge. Thus, it is enough that the suit 
is directly connected with the taxpayer’s business. Samuel J. Korn- 
hauser, 1 ustc {J 284, 276 U. S. 145, 48 S. Ct. 219 (1927). 

The Supreme Court reiterated this rule in Commissioner v. 
Heininger, 44-1 ustc § 9109, 320 U. S. 467, 64 S. Ct. 249. Dr. 
Heininger sold false teeth by mail and described his wares in 
lavish terms. The Postmaster General issued a postal fraud order 
preventing the dentist from using the mails. The taxpayer brought 
an action for an injunction and ultimately lost. Nevertheless, the 
Supreme Court held that his attorneys’ fees were deductible as 
an ordinary and necessary business expense. Since the taxpayer’s 
business was threatened with destruction, it was normal (“or- 
dinary”) for him to employ counsel. As long as the defense was 
made in good faith, it was helpful (“necessary” in the tax sense). 
The Commissioner’s syllogism that it is not normal to sell mer- 
chandise by fraudulent means so that the litigation expenses re- 
sulting from this fraud were not ordinary and necessary, was 
rejected. Under our system of law, the taxpayer was not bound 
to believe that the postal fraud order was justified until the 
question had been finally decided in the courts. 

Thus, attorneys’ fees incurred by a businessman accused of 
fraud, violating the antitrust laws, patent infringement or unfair 
competition are deductible whether the taxpayer is successful in 
the courts or not, unless the expenditure is a capital expendi- 
ture. Helvering v. Hampton, CCH Dee. 7697-C, BTA Memo, aff'd, 
35-2 ustc 9 9562, 79 F. 2d 358; F’. Meyer & Brother, 4 BTA 481 
(1926), aeq., VI-1 CB 4. In the Meyer & Brother case, the fees 
of an accountant in ascertaining the amount of damages from an 
alleged patent infringement were held deductible before the out- 
come of the suit was known. 





Public Policy 


In our system of government under which all persons are 
presumed innocent until proven guilty, and in light of the con- 
stitutional guarantee of the right to counsel, one would think 
that it would never be against public policy to permit an income 
tax deduction for attorneys’ fees. Nevertheless, it has been well 
settled for many years that a taxpayer convicted of a crime may 
not deduct such fees. Burroughs Building Material Company, 2 
ustc {| 641, 47 F. 2d 178 (C.A. 2, 1931). The result is the same 
if the taxpayer pleads nolo contendere. Union Packing Company, 
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CCH Dee. 23,341(M) 14 TCM 1188 (1955), aff’d on other issues, 
59-1 ustc § 9317, 265 F. 2d 712 (C.A. 9). The Burroughs case 
disallowed the deduction of attorneys’ fees in an unsuccessful 
defense of an indictment for violating the New York State Gen 
eral Business Law in connection with illegal price fixing. 

The courts are beginning to question the propriety of dis- 
allowing a deduction for attorneys’ fees to a person convicted 
of a crime, and a reversal of this rule may well oecur in the 
future. See Commissioner v. Schwartz, 56-1 usre {| 9870, 232 I. 2d 
94 (C.A. 5); dissenting opinion in Brinson v. Tomlinson, 59-1 uste 
1 9283, 264 F. 2d 30 (C.A. 5); Valentine Brooks, “Litigation 
Expenses and the Income Tax,” 12 Tax Law Review 241 (1957) 
Randolph FE. Paul, “The Use of Publie Policy by the Commis- 
sioner in Disallowing Deductions,” 1954 University of Southern 
California Tax Institute 715. 

Some old cases applied the same rule to attorneys’ fees paid 
by taxpayers in unsuccessfully defending civil actions by various 
governmental regulatory agencies for alata diverse state 
statutes such as state antitrust laws. These cases were over- 
ruled by Heininger v. Commissioner, cited above. While it might 
be against public policy to permit a deduction of the penalty 
imposed under a civil statute, the purpose of the statutes is not 


to deter persons accused of violating their terms from employing 


counsel to assist in the preparation of a bona fide defense. The 
vast majority of cases now permit the deduction of attorneys’ 
fees in contesting civil actions brought by governmental agencies 
whether the defense is successful or not. The test of deductibility, 
however, is still stated to be whether allowance of the deduction 
would frustrate the sharply defined public policy described in the 
statute. As to antitrust actions, for example, see Longhorn Port- 
land Cement Company, CCH Dee. 13,747, 3 TC 310 (1944), acq. on 
the issue of attorneys’ fees, 1944 CB 18; rev’d on other issues, 
45-1 ustc J 9242, 148 F. 2d 276 (C.A. 5); 1944-1 CB 93. See, also, 
1946 CB 55. Nevertheless, an occasional case can be found, to the 
contrary; for example, David R. Faulk, CCH Dee. 21,894, 26 TC 
948 (1956). 


Attorneys’ Fees as Capital Expenditures 


The rule that attorneys’ fees which constitute capital expen- 
ditures are not currently deductible (Joseph W. Harris v. U.S., 
60-1 ustc § 9290, 275 F. 2d 238 (C.A. 9)) presents particularly 
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difficult problems in the area of unfair competition. Not only is 
the law unclear whether attorneys’ fees in certain instances are 
eapital expenditures or currently deductible, but a wrong deter- 
mination may preclude the amortization of the attorneys’ fees 
under Section 177 of the Internal Revenue Code. 


Over-simplification in regulation.—As pointed out above, ex- 
penditures directly connected with the protection or defense of a 
trademark may be amortized under Section 177, provided such 
expenses are properly chargeable to the taxpayer’s capital ac- 
count. While the Treasury Regulations at first glance appear 
simple, it will be seen that taxpayers will have some difficulties 
in this area. 

Example 3 of the Regulations provides: ‘“N corporation 
brings suit against M corporation for infringement of N’s trade- 
mark. The cost of the litigation may be amortized under Section 
177. U. S. Treas. Reg. 1.177-1(b)(3) Example 3.” 

The first fact overlooked by this example is that one of the 
parties is going to lose the lawsuit (assuming the case is not 
settled). The expenses incurred by the losing party are not capital 
expenditures. Thus, in the year that the losing party’s claim has 
been finally denied, he should be able to deduct all of his expenses 
in connection with the lawsuit as a loss. See George G. Urquhart, 
cited above. 

The matter is complicated by the fact that the taxpayer is 
likely to ineur substantial costs and to make substantial payments 
to his attorney long before the final outcome of the case is known. 
In fact, one of the most expensive portions of the lawsuit may 
be the discovery proceedings, payment for which may be made 
long before the case is concluded. It is clear under prior law 
that for tax purposes an expenditure to defend a trademark or 
trade name will be deemed to be a capital expenditure until the 
taxpayer has finally lost all further right to appeal. See the Tax 
Court decision in the Urquhart case, cited above. It is submitted 
that as a result amortization should be permitted under Section 
177. Thus, the taxpayers would commence to amortize all such 
litigation expenses beginning in the year they are paid or in- 
curred. In the event the case is ultimately lost, the unamortized 
portion of the cost of litigation should be written off as a loss. 


Current deduction of trademark litigation expenses.—The law 
on this subject is in a state of confusion because of the Urquhart 
case discussed in detail below, allowing a current deduction for 
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the cost of patent infringement litigations. Until the decision in 
that case, there was no reason to doubt that where a taxpayer 
successfully engages in unfair competition litigation to prevent 
another from using his trademark or trade name, or a similar 
mark or name, the fees incurred were of a capital nature, and 
not currently deductible. ood Fair of Virginia, Inc., CCH Dee. 
17,670, 14 TC 1089 (1950); Mark W. Allen & Company, CCH 
Dee. 13,126(M), 1 TCM 887 (1943). The result was the same 
whether the suit was successfully prosecuted to completion or 
whether a favorable compromise was reached. See Food Fair of 
Virginia, Inc., cited above. 


The identical trademark situation.—It is well settled that costs 
incurred to defend taxpayer’s title to property are capital in 
nature and not currently deductible. (See Harris v. U. S., 60-1 
ustc {] 9290, 275 F. 2d 238 (C.A. 9).) Thus, if the only question 
in an unfair competition case is which litigant has the right to 
use a particular trademark or trade name, the successful party’s 
cost of litigation will not be currently deductible. For example, 
in L. J. Skaggs, CCH Dee. 12,517-H, BTA Memo (1942), the tax- 
payer had been in the drug store business in states other than 
California since the year 1932 using the name PAYLESS DRUG STORE. 
In 1937, he opened up a store of the same name in Sacramento, 
California. However, X had started a drug store in 1934 in Marys- 
ville, California, using the identical name. A suit for an injune- 
tion was compromised under an agreement by which the taxpayer 
had the right to the exclusive use of the name in large cities 
while X had the exclusive right to use the name in small cities. 
The taxpayer’s attorneys’ fees were held to be capital expenses 
because the primary purpose of the litigation was to determine 
the ownership of (title to) the name. Thus, it seems clear that 
a taxpayer who incurs legal expenses to establish his title to a 
particular trademark or trade name incurs capital expenditures 
which qualify for amortization under Section 177, and which may 
not be currently deducted. The Urquhart case discussed below 
does not affect this rule since it was there stipulated that plaintiff 
had valid title to his patent. 


Trademark and trade name infringement litigation.—In the 
more typical case, the dispute is not over which of two parties 
used an identical name first, but rather whether the name sub- 
sequently used by a second party is likely to confuse the public 
as to the source of the goods. 
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For example, suppose that X has made Liz FLAT HAIR TONIC 
and used the quoted name for 50 years. Y prepares a similar 
preparation under the name LIF Low Harr TONIC and X brings 
an action for an injunction against Y. Let us assume further 
that there is no issue about the validity of X’s trademark because 
it has been registered for more than five years. It is clear that 
X is not literally defending his title in that there is no question 
that X has the right to use his name. Nevertheless, the Tax Court 
has held that the expenditure is a capital expenditure. Mark W. 
Allen and Company, cited above. 

Considerable doubt has been thrown on the Tax Court’s theory 
by the recent case of Urquhart v. Commissioner, cited above. While 
this case involved patent infringement rather than trademark or 
trade name infringement, there is no reason to believe that the 
underlying principles are any different. In fact, the Tax Court 
in reaching its conclusion relied on a trademark case. See Tax 
Court decision at 20 TC 944, 948. 

In the Urquhart case, taxpayers were in the business of de- 
veloping and licensing patents, and had undisputed title to certain 
patents relating to fire extinguishment equipment. Subsequently, 
X commenced to produce a similar product which the taxpayers 
maintained to be infringing. Through a series of legal maneuvers, 
the taxpayers were successful in having X bring an action for 
infringement against them, but the court found that the situation 
was the same as if the taxpayers had brought an infringement 
action. In the year in question, the taxpayers paid certain costs 
of suit. Although the taxpayers ultimately lost the litigation, 
the litigation had not been concluded in the year in question so 
that a loss deduction could not be taken. 

The Tax Court held that the expenditure was capital in nature 
even though no question was raised about taxpayers’ title to the 
patent. The basis for the Tax Court’s decision was that a decision 
in the case would determine whether the petitioners had the ex- 
elusive right to make the invention, which exclusive right is a 
property interest valuable over a period of years. 


The Court of Appeals for the Third Cireuit reversed and 
permitted the taxpayers to deduct the expenditure currently. 
The circuit court took a broader view stating that the expendi- 
tures in question are peculiarly normal to the business in which 
the taxpayers were engaged. While the defense of invalidity of 
a patent is normally raised in patent litigation, infringement liti- 
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gation is a far cry from removing a cloud on title or defending 
ownership of property. The taxpayers incurred the expenses to 
prevent damage to their business; that is, to protect, conserve 
and maintain business profits. 


Decision whether to elect—While the Tax Court is wavering 
on the extreme application of the defense of title theory in 
analogous cases (see Hermann F’. Ruoff, CCH Dee. 22,967, 30 TC 
204 (1958), rev’d, 60-1 ustc {| 9378, 277 F. 2d 222 (C.A. 3)), there 
is no reason to believe that either the Commissioner or the Tax 
Court will feel bound by the Urquhart case. With the constant 
pressure exerted by clients to obtain the maximum possible current 
deductions, counsel will be called upon to advise whether the tax- 
payers can afford to rely upon the doctrine of the Urquhart case 
in unfair competition cases. 

Until there is considerably more certainty in the area, it is 
submitted that the answer should be an emphatic negative. If 
the taxpayer’s circuit court should uphold the Tax Court in its 
position, the taxpayer would be precluded from ever deducting 
the cost of litigation. After the adverse court decision on current 


deductibility, Section 177 would not be available to the taxpayer 
because he had not made an election to deduct the payment in 
the year paid or incurred. Moreover, it is the author’s opinion 
that a protective election (that is: a statement with the return 
to the effect that the taxpayer. is currently deducting the expense, 
but if he is wrong, he hereby elects to take advantage of Section 


177) cannot be relied upon. 

In addition, if the taxpayer deducts the expenditure in the 
year in which it is paid or incurred, he can assume that he may 
have to litigate the question. The expense of litigation is likely 
to outweigh the disadvantage of amortizing the expense over a 
five-year period. 

There is a theoretical risk if the taxpayer should initially 
elect to avail himself of Section 177, and the circuit court’s po- 
sition in the Urquhart case is ultimately upheld. In that event, 
the expenditure was not a capital expenditure, and, therefore, 
Section 177 did not apply. Should the statute of limitations have 
run on the current deduction of the litigation costs for the year 
in which the expenses were paid or incurred, the taxpayer might 
be precluded from taking the deduction. It appears unlikely that 
the Commissioner would retroactively maintain this position 
where the taxpayer has in good faith relied upon the Commis. 
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sioner’s prior position that expenses of this nature were capital 
expenditures. Moreover, partial relief against the statute of limi- 
tations is available in this area under IRC Sections 1311-1314. 
See U. S. Treas. Reg. 1.1312-4(a). The use of protective refund 
claims can eliminate this danger altogether. 


Hybrid expenditures.—In many cases, the litigation will in- 
volve not only the title to the trademark or trade name but a 
suit for loss of profits as well. In such a situation, the portion 
of the cost of litigation allocable to the lost profits recovered, 
as opposed to the “defense of title” to the trademark or trade 
name, is currently deductible even under the Tax Court’s view, 
at least if the taxpayer is maintaining his right to profits al- 
ready earned by him. William A. Falls, CCH Dee. 15,202, 7 TC 
66 (1946), aecq., 1946-2 CB 2. However, the taxpayer would be 
well advised to make a conservative allocation to the deductible 
portion of the fee and to elect to amortize the bulk of the ex- 
penditures under Section 177. Otherwise, he is likely to find 
himself in a dispute with the Internal Revenue Service as to his 
allocation. He would then be faced with the interesting but un- 
answered question of whether a taxpayer who has elected to 
amortize under Section 177 only a part of a single trademark 
and trade name expenditure which is determined to be larger 
than he thought, will be deemed to have elected to amortize the 
additional part of the expenditure which is ultimately determined 
to be part of the single trademark or trade name expenditure. 
Moreover, the question might be raised whether he made a valid 
election to begin with since a taxpayer must make the same elec- 
tion for a single trademark or trade name expenditure. 


Year in Which Deduction May Be Taken 


Taxpayers using the cash receipts and disbursements method 
may deduct attorneys’ fees only in the year in which payment 
is made. See U. S. Treas. Reg. 1.446-1(c)(i). Thus, for such a 
taxpayer, it makes no difference whether the fee arrangement 
is a flat fee regardless of result, or a contingent fee. 

On the other hand, a taxpayer using the accrual method of 
accounting must deduct a fee in the year in which his obligation 
arises, and the amount thereof can be determined with reason- 
able accuracy, regardless of when payment is made. See Journal 
Company, CCH Dee. 11,815, 44 BTA 460 (1941), acq., 1941-2 CB 
7, rev’d on other issues, 42-1 ustc { 9232, 125 F. 2d 349 (C.A. 7); 
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Harrold v. Commissioner, 52-1 ustc § 9107, 192 F. 2d 1002 (C.A. 
4). Likewise, if the attorney has rendered services but has not 
yet rendered a bill, no accrual can be made until the amount of 
the attorney’s charge is ascertained. Cold Metal Process Com- 
pany, CCH Dee. 18,653, 17 TC 916 (1951), nonaeq., 1952-1 CB 5, 
aff'd per curiam, 53-1 ustc § 9135 (C.A. 6). If the taxpayer is 
particularly anxious to accrue a fee under such circumstances, 
a letter from the attorney that his fee is at least a specified 
sum would permit the taxpayer to deduct such amount without 
committing the attorney to set the exact amount of his fee. 

If it is agreed at the inception of a lawsuit that the attorney 
will receive a specified sum regardless of result, the fee is not 
deductible in the year the agreement is made under any method 
of accounting unless some substantial legal services are rendered 
during the year. Rev. Rul. 170 (1953) 53-2 CB 141; Hallack & 
Howard Lumber Company, CCH Dee. 5781, 18 BTA 954 (1930). 

A contingent fee may be deducted by an accrual basis tax- 
payer only in the year that the favorable judgment against the 
defendant becomes fina!. Highland Farms Corporation, CCH Dee. 
11,393, 42 BTA 1314 (1940), nonaeq. 1941-1 CB 16. (The Com- 
missioner’s nonacquiescence is probably explained by the tax- 
payer’s denial of liability in the year of accrual. Dixie Pine 
Products Company v. Commissioner, 44-1 ustc § 9127, 320 U. S. 
516, 64 S. Ct. 316.) If the taxpayer has actually paid fees to 
his attorney, he may not postpone the deduction on the theory 
that he may have a remedy at an indefinite future time against 


third parties. to recover the amount paid. Kanne v. American 
Factors Limited, 51-1 ustc § 9357, 190 F. 2d 155 (C.A. 9). 


Corporation’s Defense of Officers 


Corporations have been permitted to deduct the cost of de- 
fending their officers and shareholders who are sued for acts 
innocently performed in the course of their corporate duties. 
Kanne v. American Factors Limited, cited above. Such a deduc- 
tion is assured by a court assessment against the corporation of 
an officer’s, director’s or employee’s attorneys’ fees under Cali- 
fornia Corporation Code Section 830. See Union Investment Com- 
pany, CCH Dee. 20,134, 21 TC 659 (1954), aeq., 1954-2 CB 6. To 
further substantiate the right to a deduction, corporations can 
enact bylaws to the effect that officers will be indemnified for 
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the consequences of their official acts, including attorneys’ fees 
in the event of suit. Union Investment Company, cited above. 


Tax Treatment of Receipt of Damages 
While the principal relief sought in most unfair competition 
cases is an injunction, cases will arise in which a taxpayer re- 
ceives damages as well. This section will consider the tax treat- 
ment of such damages. 


General Principles 


For tax purposes, damages are treated according to the na- 
ture of the claim to which they relate. Farmers & Merchants Bank 
v. Commissioner, 3 ustc §[ 972, 59 F. 2d 912 (C.A. 6, 1932). Thus, 
damages received to compensate for lost profits, as in the typical 
unfair competition case, constitute ordinary income. Mathey v. 
Commissioner, 49-2 ustc § 9428, 177 F. 2d 259 (C.A. 1), cert. den., 
339 U. S. 948, 70 S. Ct. 797: Durkee v. Commissioner, 47-1 ustc 
| 9279, 162 IF’. 2d 184 (C.A. 6), on remand, CCH Dee. 17,140(M), 
8 TCM 701, aff’d per curiam, 50-1 ustc § 9283, 181 F. 2d 189 
(C.A. 6). Conversely, damages to replace destroyed assets or 
assets made useless by the unfair competition of another repre- 
sent a tax-free return of capital to the extent of the taxpayer’s 
adjusted basis for the destroyed assets. Highland Farms Com- 
pany, cited above, aeq. on this issue, 1941-1 CB 5. The destroyed 
or useless asset may be tangible such as a plant or intangible 
such as good will. There is some confusion in the law whether 


the taxpayer realizes gain to the extent the recovery exceeds 
the taxpayer’s adjusted basis for the destroyed assets. It is cleat 
that where the taxpayer has ceased to operate the business by 


the time the award is received, the amount by which the damages 
exceed the taxpayer’s adjusted basis for the destroyed property 
constitutes taxable income. Raytheon Products Corporation v. 
Commissioner, 44-2 uste [ 9424, 144 F. 2d 110 (C.A. 1). In such 
a case, no difficulty is experienced in determining the amount of 
the taxpayer’s income. In the more typical case, the taxpayer 
will be awarded a sum to compensate him for a partial loss of 
his good will. Under such facts, an old case held that the damages 
received for a partial destruction of the good will constituted 
a tax-free return of capital, for the reason that it was not possible 
to determine mathematically the portion of the taxpayer’s good 
will which had been destroyed. Farmers & Merchants Bank v. 
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Commissioner, 3 ustc J 972, 59 F. 2d 912 (C.A. 6, 1932). Unless 
the taxpayer has purchased the good will, he will customarily 
have no basis for it since any expenditures he may have incurred 
in establishing the good will were deducted currently. Thus, it is 
submitted that except to the extent taxpayer can demonstrate 
that he has some basis for partially damaged good will, the entire 
recovery, or the portion thereof exceeding such basis, should in 
any event constitute taxable income. See Telefilm, Inc., CCH Dee. 
20,152, 21 TC 688, nonaeq., 1954-2 CB 6, rev’d on other issues, 
55-1 uste {| 9453. 

Broad language may be found in many eases stating that 
the excess of the recovery over the basis of the assets destroyed 
constitutes “taxable income,” which could be inferred to mean 
that such excess constitutes ordinary income. See, for example, 
Chalmers Cullins, CCH Dee. 21,039, 24 TC 322 (1955). However, 
several cases which have considered the question have held that 
such income constitutes capital gain. Durkee v. Commissioner, 
cited above, and Anna Levens, CCH Dee. 18,659(M), 10 TCM 1083 
(1951). Apparently contra without discussion: Raytheon Products 
Corporation, cited above. Presumably, these cases rely on IRC 
Section 1231(a) relating to involuntary conversion of capital 
assets. 

Nevertheless, the Tax Court has held that damages received 
for the infringement of a copyright constitute ordinary income 
because no “sale or exchange” had occurred. Jack Rosenzweig, 
CCH Dee. 12,877, 1 TC 24 (1942), acq. 1948 CB 19. See also 
Ralph Freeman, CCH Dee. 23,851, 33 TC 323 (1959). Moreover, 
in the event that the taxpayer is merely paid damages for the 
nuisance value of his suit, he will realize ordinary income. 
Chalmers Cullins, cited above. 


Allocation Between Lost Profits and Damaged Good Will 


It is clear that if the defendant’s unlawful act forces the tax- 
payer to abandon the physical assets used in his business, the 
damages attributable thereto will constitute a return of capital 
to the extent of their basis. However, in unfair competition and 
antitrust litigation, the taxpaver usually alleges injury to intan- 
gibles such as good will. Before the court will allocate any part 
of the recovery to the loss of good will, it must be convinced 
that good will in fact existed. The allegations of the complaint 
to this effect are not conclusive. Phoenix Coal Company v. Com- 
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missioner, 56-1 ustc { 9366, 231 F. 2d 420 (C.A. 2). Thus, the 
taxpayer must demonstrate a consistent earnings record which 
has been affected adversely by the defendant’s actions. See 
Phoenix Coal Company, cited above. He may also be able to point 
to a destruction in the value of such items as customers’ lists, 
established merchandise outlets for his wares or the preference 
of consumers for his product. See Glenshaw Glass Company, 18 
TC 860, 869 (1952), rev’d on other grounds, 55-1 ustc {[ 9308, 348 
U. S. 426, 75 S. Ct. 473. 

In the absence of any evidence to make allocation between 
lost profits and a return of capital, the Commissioner’s deter- 
mination that all of the damages represent lost profits will not 
be disturbed by the courts. Ralph Freeman, cited above; H. Liebes 
& Company v. Commissioner, 37-2 ustc J 9361, 90 F. 2d 932 (C.A. 
9). However, once the taxpayer has presented some substantial 
evidence that the damages represent both lost profits and com- 
pensation for damaged assets including good will, the court will 
make an allocation between the two. See Telefilm, Inc., cited above. 
Since one of the principal factors taken into account by the court 
is the documents prepared by the parties, counsel, in conducting 


the litigation, should keep in mind not only the applicable prin- 
ciples of general law, but the effect of his allegations on the tax 
results of any recovery as well. In most cases, the Tax Court 
will closely examine the pleadings, the settlement agreement, the 
judgment or arbitration award, and any other relevant document. 
See the Tax Court decision in Glenshaw Glass Company, cited 
above. 


Punitive Damages 


It is now well settled that punitive damages constitute or- 
dinary income to the recipient. Glenshaw Glass Company, cited 
above. The rationale for this decision is that all receipts consti- 
tute income unless they are expressly treated otherwise in the 
Internal Revenue Code. Punitive damages are not otherwise 
treated. Moreover, it would be an anomaly to tax damages re- 
ceived to compensate for lost profits and to exempt from tax dam- 
ages received in excess of the compensatory damages. 


Injury to Reputation 


It is clear that damages received to compensate the taxpayer 
for actual damages to his personal reputation for integrity or 
fair dealings are not subject to income tax. C. A. Hawkins, CCH 
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Dec. 2390, 6 BTA 1023 (1927), acq., VII-1 CB 14. On the other 
hand, damages received for injury to a taxpayer’s business repu- 
tation constitute taxable income for the reason that such damages 
are a substitute for the income the taxpayer would presumably 
have earned had the defamation not occurred. Nathan Agar, CCH 
Dee. 24,056(M), 19 TCM 116 (1960). Thus, if an employer or 
competitor states that his employee or competitor is not com- 
petent as a businessman, the damages received by the defamed 
person will constitute ordinary income. In the author’s opinion, 
there is no reason to differentiate between the treatment of dam- 
ages received for injury to the good will of a business concern, 
which in some cases have been held to constitute capital gain, 
and the treatment of damages for injury to a taxpayer’s business 
reputation. 


Year in Which Damages Are Taxed 


Assuming that the damages paid to the taxpayer are taxable, 
the year in which such damages are taxed can be of great sig- 
nificance in measuring the tax burden. The problem is particu- 
larly acute in unfair competition actions where damages often 
represent injuries occurring over a number of years. Under our 
graduated system of taxing individuals, partnerships and to some 
extent corporations, the taxation of damages in one year will 
result in a considerably higher tax than would have been paid 
by the taxpayer had he actually earned the lost income ratably 
over the years during which he was injured. See U. S. Treas. 
Reg. 1.1801-1. Unfortunately, the relief statutes recently enacted 
to mitigate this type of hardship are not generally applicable to 
unfair competition litigation. 


General principles.—A taxpayer using the cash receipts and 
disbursement method of accounting is taxable on damages in the 
year received or constructively received. Funds are construc- 
tively received when completely available but not reduced to pos- 
session solely by reason of the taxpayer’s own inaction. On the 
other hand, an accrual basis taxpayer is taxable on damages 
when all events have occurred which fix his right to receive the 
damages, and the amount thereof can be determined with reason- 
able accuracy. U. S. Treas. Reg. 1.446-1(c). 

For example, in a lawsuit involving patent infringement be- 
gun in 1928, a decree was entered in 1931 that the defendant 
had infringed the plaintiff’s patent but the amount of damages 
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was not finally determined until 1937. The taxpayer attempted 
to accrue the damages in 1931 and 1932, during which years he 
suffered losses. However, it was held that all of the damages 
were taxable in 1937, which was the first year in which the amount 
of the damages was finally determined. Triplex Safety Glass 
Company v. Latchum, 42-1 ustc § 9409, 44 F. Supp. 486 (D.C. 
Del.), aff’d per curiam, 48-1 uste J 9207, 1381 F. 2d 1023 (C.A. 3). 

If litigation is settled, an accrual basis taxpayer realizes in- 
come in the year in which the settlement is finally reached, even 
though payment is not made until the following year. Rite-Way 
Products, Inc., CCH Dee. 16,890, 12 TC 475 (1949), aeq., 1954-1 
CB 6. However, where a settlement was reached under which the 
taxpayer was entitled to receive property subject to the release 
of certain creditors, the Commissioner and the Tax Court have 
taken opposing views as to when the accrual oecurs. The Tax 
Court held that income was realized by the accrual basis tax- 
payer when an agreement was reached between litigants, while 
the Commissioner still maintains that no income was realized 
until the consent of the creditors had been obtained. See Lamm 
Lumber Company, CCH Dee. 12,050, 45 BTA 1 (1941), non-aeq. 
on this issue, 1945-1 CB 25, aff’d on other issues, 43-1 ustc {] 9286, 


133 F. 2d 433 (C.A. 9). 


Statutory relief—For many years, the only statutory relief 


against the taxation in one year of damages representing injuries 
sustained over many years was the net-operating-loss carry-back 


and ecarry-forward provision. This provision only gave relief by 
permitting taxpayers to offset the losses of one year against the 
income of certain specified other years. See IRC Section 172. 
No relief was afforded against the increase in the effective rate 
of tax caused by lumping all of the income into a particular year. 
Gradually, various sections have been added to the Internal Rev- 
enue Code to afford such relief. See IRC Sections 1301-1307. These 
sections provide that the tax payable by reason of the lump sum 
receipt in a particular year may not exceed the increase in tax 
which would have occurred if the sum had been received by the 
taxpayer ratably during the vears to which the payment is 
attributable. 

In general, the relief provisions enacted to date are not ap- 
plicable to damages received in unfair competition actions. For 
example, Section 1301 of the Code provides tax relief to indi- 
viduals or partnerships who receive the bulk of their compen- 
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sation for a particular “employment” in one year where the 
employment lasted 36 months or more. While this section may 
be of benefit to an attorney representing a client in an unfair 
competition action, it will be of no help to the client receiving 
damages in an unfair competition action. There are three ad- 
ditional Code sections that will not be of assistance. Section 
1302 gives tax relief to an individual who receives income from 
an invention or artistic work created by him; Section 1303 re- 
lates to back pay received by an individual; and Section 1306 
deals with an award or settlement of a civil action under the 
Clayton Anti-Trust Act. 

There may be some possibility of taking advantage of See- 
tion 1304 relating to compensatory damages for patent infringe- 
ment, in settling a case involving both patent infringement and 
unfair competition. Note that Section 1304 applies only if a court 
decree (including a consent decree) is entered, and to the extent 
damages are awarded for patent infringement. Moreover, the 
section applies only to compensatory damages, so that amounts 
received as attorneys’ fees, costs or as interest do not qualify. 

Occasionally, the taxpayer may be able to take advantage 
of Section 1305 permitting the spread-back of damages of $3,000 
or more received or accrued by any taxpayer in a particular year 
as a result of an award in a civil action for breach of contract 
or breach of a fiduciary duty or relationship. Suppose, for ex- 
ample, that the taxpayer had discovered an unpatented secret 
process, which process gives him a decided advantage over his 


competitors. This secret is disclosed to certain employees who 
put the process to use. Thereafter, an employee leaves the tax- 


payer and uses the secret process either in his own business or 
in the business of a competitor. It would appear that damages 
received from the employee would result either from a breach of 
an express or implied contract not to disclose such secret, or 
from a breach of his fiduciary relationship to the employer as 
a result of the employment. Under either of these theories, the 
damages received from the employee would qualify for the tax 
relief provided by Section 1305. Moreover, it would appear that 
if the taxpayer receives damages from a third person who abetted 
in the breach of the fiduciary relationship with knowledge, Section 
1305 would apply. There is no requirement in Section 1305 that 
the damages to qualify must be received from the particular per- 
son who committed the breach of contract or violated the fiduciary 
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relationship. Note that Section 1305 applies only if there has 
been an award in a civil action. It does not apply to a settlement. 
Presumably, a consent decree would qualify as an award. Com- 
pare U. S. Treas. Reg. 1.1304-1(b). 

It is possible that the damages in the hypothetical case con- 
stitute capital gain. Apparently an unpatented idea or secret 
process reduced to practice constitutes a capital or Section 1231 
asset. Franklin S. Speicher, CCH Dee. 22,519, 28 TC 938 (1957), 
acq., 1958-2 CB 7; Andrew W. Brainerd, “Income from Licensing 
Patents Abroad” 38 Taxrs 209, 231 (March 1960). 


Need for further legislation—It would appear that damages 
received in an unfair competition action are of the same character 
as damages covered by the spread-back provisions presently found 
in the Code. It is to be hoped that the trend to increase the scope 
of this type of relief will continue and that damages in most 
unfair competition actions will qualify for similar relief in the 
near future. 


Tax Treatment of Payment of Damages 


The tax treatment of the payment of damages like the tax 
treatment of the receipt of damages is dependent upon the nature 
of the controversy out of which the damages arise. Thus, damages 
may constitute capital expenditures, losses, or ordinary and nec- 
essary business expenses. 

Damages which result in the acquisition of a capital asset 
or which are paid in compromise of a claim which constitutes 
a cloud on the original title to property are a capital expenditure. 
Condenser Service & Engineering Company, CCH Dee. 18,561(M), 
10 TCM 911 (1951), aff’d per curiam, 53-1 ustc J 9162, 200 F. 2d 
959 (C.A. 3). Generally, other damages paid in connection with 
the taxpayer’s trade or business or a transaction entered into 
for profit are deductible unless the allowance of such a deduction 
would frustrate a clearly defined public policy. 


General Principles 


To be deductible, expenses must be “ordinary and necessary”; 
on the other hand, any business loss is deductible. Since damages 
paid in the course of the taxpayer’s business are usually classified 
as ordinary and necessary, the characterization of damages as a 
loss or a business expense is generally without significance. James 
E. Caldwell & Company v. Commissioner, 56-2 ustc 9759, 234 
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F. 2d 660 (C.A. 6), approving dissenting opinion at 24 TC 615, 
619. The mere fact that the payment of damages is rare in the 
taxpayer’s business, as opposed to the business world in general, 
does not preclude the expenditure from being ordinary and nec- 
essary. Helvering v. Hampton, cited above. Moreover, if the 
transaction giving rise to the damage payment occurs in the course 
of the taxpayer’s trade or business, the payment remains deduc- 
tible even though the taxpayer is no longer engaged in that 
business when the damages are paid or accrued. Cornelius Van- 
derbilt, Jr.. CCH Dec. 22,709(M), 16 TCM 1081 (1957). Nor does 
it make a difference whether the damages are paid pursuant to 
a Judgment or in settlement of litigation. /nternational Shoe Com- 
pany, CCH Dec. 10,090, 38 BTA 81 (1938), aeq., 1988-2 CB 17. 
The following are examples of damages which have been held 
to be deductible: damages for an assault made by the taxpayer 
in the course of his business, John W. Clark, CCH Dee. 23,190, 
30 TC 1330 (1958), N. A. 1959-1 CB 6; damages paid to com- 
pensate for a conspiracy to destroy a competitive business, /nter- 
national Shoe Company, cited above; damages paid to compensate 
for fraud in the negotiation of a lease, Helvering v. Hampton, 
cited above; damages paid for patent infringement, Becker 
Brothers v. U. S., 1925 CCH § 7100, 7 F. 2d 3 (C.A. 2); damages 
paid for a libel made in the course of the taxpayer’s business, 
Cornelius Vanderbilt, Jr., cited above. In light of these examples, 
there is every reason to believe that damages paid in an unfair 
competition action which do not result in the acquisition of a 
capital asset are likewise deductible. However, if a suit is set- 
tled by having the taxpayer pay to a third party a specified sum 
in return for the right to use a particular trademark or trade 
name, such damages would be deductible only over the life of 
the right acquired; if such right is perpetual, such damages would 
have to be permanently capitalized. On the other hand, if the 
settlement is made principally to avoid the adverse publicity of 
litigation and to protect the reputation of the business, the dam- 
ages are deductible. Levitt & Sons, 44-1 ustc § 9333, 142 F. 2d 
795 (C.A. 2). (On remand, the taxpayer was not able to prove 
facts to bring itself within the rule. 5 TC 913, aff'd, 47-1 uste 
7 9188, 160 F.. 2d 209) ; see also International Shoe Company, cited 
above. In the event damages paid are subsequently recovered, 
they constitute taxable income in the year received or accrued 
to the extent the taxpayer obtained a tax benefit from their de- 
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duction in the prior year. See Rev. Rul. 57-47, 1957-1 CB 23 and 
IRC Section 111. (However, there is a special relief statute 
allowing a spread-back of the income in certain types of patent 
infringement litigation. See IRC Section 1342.) 


Public Policy 


Where the damages in question are in the nature of a penalty, 
a deduction will not be permitted if the allowance of the deduc- 
tion would frustrate a sharply defined publie policy evidenced 
by some governmental declaration. See Lilly v. Commissioner, 
02-1 ustc {| 9231, 343 U. 8. 90, 72 S. Ct. 497. 


Penalty.—Penalties in the tax sense include not only fines 
imposed under criminal statutes but also certain payments made 
under civil statutes. Any fine paid for violation of a federal or 
state criminal statute is by definition a penalty. See Burroughs 
Building Material Company v. Commissioner, cited above. The 
label applied to a payment by a civil statute is not conclusive. 
Thus, a payment to the U. S. under the provisions of the Child 
Labor Act has been held to be a penalty even though called 
“liquidated damages” in the statute. Davenshire, Inc., CCH Dee. 
17,019, 12 TC 958 (1949). 

A payment made in compromise of a state action to impose 
a civil penalty under the antitrust laws will retain its character 
as such even though the taxpayer’s guilt or innocence was _ not 
established. Commissioner v. Longhorn Portland Cement Com- 
pany, cited above. It makes no difference that the taxpayer made 
the settlement because it believed that the defense of the suit 
would be more expensive than the amount of the settlement. Com- 
missioner vy. Longhorn Portland Cement Company, cited above. 

Damages may constitute a penalty even though payment is 
made to a private citizen rather than to the sovereign. Thus, 
payments made to a corporation by insiders who made profits 
on the stock market in violation of Section 16(b) of the Securities 
and Exchange Act have been held to be penalties. William F. 
Davis, Jr., CCH Dee. 18,550, 17 TC 549 (1951), appeal to Ninth 
Circuit dismissed. 

Damages are classified as penalties only if they are imposed 
to punish or deter the taxpayer rather than to compensate the 
successful plaintiff. William F. Davis, Jr., cited above. Thus, as 
long as the damages paid are compensatory in nature, they will 
not constitute a penalty no matter how fraudulent or socially 
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undesirable the taxpayer’s conduct was. Helvering v. Hampton, 
cited above (lease fraud); /nternational Shoe Company, cited 
above (compensatory antitrust damages); contra as to damages 
paid to the United States. David R. Faulk, cited above. The 
author believes that the Hampton case correctly states the law, 
at least where payment is not made to a governmental unit. Thus, 
damages paid to competitors in an unfair competition action (other 
than certain punitive damages discussed below) will not be classi- 
fied as penalties. However, fines imposed by governmental regu- 


latory agencies may nevertheless be classified as penalties. 


Frustration of public policy—Whether the deduction of a 
particular penalty would frustrate a sharply defined national or 
state policy evidenced by some governmental declaration thereof 
is a question of fact which is decided on a case-by-case basis. The 
test applied is the “severity and immediacy of the frustration 
resulting from allowance of the deduction.” Tank Truck Rentals, 
Inc. v. Commissioner, 58-1 ustc J 9366, 356 U. S. 30, 78 S. Ct. 507. 

It is clear that the deduction of a criminal fine per se would 
eause such frustration. Burroughs Building Material Company v. 
Commissioner, cited above. The allowance of such deduction would 
take the “sting’’ out of the fine imposed. Tank Truck Rentals, Inc. 
v. Commissioner, cited above. 

However, if the statute or the agency administering a civil 
statute distinguishes between intentional and unintentional viola- 
tions, fines imposed by reason of unintentional violations may be 
deductible. Compare Jerry Rossman Corporation v. Commissioner, 
49-2 ustc 7 9233, 175 F. 2d 711 (C.A. 2) with Tank Truck Rentals, 
Inc., cited above. Moreover, in a particularly appealing case, a 
taxpayer was successful in obtaining a deduction where he was 
able to convince the Court that the allowance of a deduction for 


a payment by reason of an unintended violation of a statute 


making no distinction between an intentional and unintentional 
violation thereof would not violate the public policy evidenced by 
the statute. Laurence N. Marks, CCH Dee. 22,060, 27 TC 464 
(1956) (investment banker’s unintended violation of Section 16(b) 
of the Securities Exchange Act). 

In the antitrust area a deduction for civil fines paid to the 
sovereign has been denied (Commissioner v. Longhorn Portland 
Cement Company, cited above, acq., 1938-2 CB 17). Moreover, 
damages paid for fraudulent conduct vis-a-vis the federal gov- 
ernment are generally not deductible even though compensatory 





900 THE TRADEMARK REPORTER —_ Vol. 51 TMR 


in nature on the ground of public policy. See Standard Oil Com- 
pany v. Commissioner, 42-2 ustc §[ 9528, 129 F. 2d 363 (C.A. 7), 
cert. den., 317 U. S. 688, 68 S. Ct. 261; David Faulk, cited above. 


Punitive damages.—Exemplary damages are deductible if 
they are compensatory in nature rather than punitive. Compare 
[. T. 3762, 1945 CB 95 with Scioto Provision Company, CCH Dee. 
16,022, 9 TC 4389 (1947). Thus, treble damages paid under the 
provisions of Section 35 of the Lanham Trademark Act seem 
to be deductible since the statute specifically states that such dam- 
ages shall constitute compensation and not a penalty. But see 
annotation 47 A. L. R. 2d 1117 at 1130. 

The recent amendment of the California Unfair Trades Prac- 
tices Act (B. & P. Code Section 17,000, and following) raises 
interesting questions concerning the deductibility of treble dam- 
ages thereunder. Prior to the amendment of Section 17,082, it 
had been held that exemplary damages could be obtained only if 
the requirements of Section 3294 of the Civil Code were met. 
Maurice B. Sandler v. Nathan M. Gordon, 210 P. 2d 314, 94 Cal. 
App. 2d 254 (1949). Section 3294 permits the award of exem- 
plary damages “for the sake of example and by way of punishing 
the defendant” in the case of fraud, oppression and similar cir- 
cumstances. Thus, exemplary damages in California prior to the 
amendment of Section 17,082 constituted a penalty, and there was 
a substantial possibility that the deduction of such payments 
would be disallowed. However, as to actions commenced on or 
after September 18, 1959, Section 17,082 states that any plaintiff 
in an action under the act shall be entitled to recover three times 
the amount of the actual damages sustained. Since the new sec- 
tion awards the damages without any consideration of the bona 
fides or male fides of the defendant’s conduct, the treble damages 
appear to be in the nature of compensation, and not a penalty. 

Nevertheless, in the event a settlement of a law suit is made 
in which the complaint asks both actual damages and exemplary 
damages, the defendant would be well advised in settling the 
litigation to make payment solely on account of the actual dam- 
ages sustained by the plaintiff rather than for both actual damages 
and punitive damages. 


Year in Which Damages Are Deductible 


A taxpayer may not deduct a reserve for anticipated damages 
payable where he denies liability, no matter how likely it may be 
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that some expense is likely to be incurred. This is true even as 
to a self-insurer who has sufficient experience to make a reasonable 
estimate of the amount of damages which will be paid. Rev. Rul. 
57-485, 1957-2 CB 117. 

A taxpayer using the cash receipts and disbursements method 
of accounting may deduct damages only in the year in which they 
are paid, not in the year in which a final judgment is entered. 
Sidney-Hill System of Health Building, Company, CCH Dee. 4086, 
12 BTA 548 (1928). 

On the other hand, a taxpayer using the accrual method of 
accounting may take the deduction when both the fact of liability 
has been established and the amount thereof can be ascertained 
with reasonable certainty. Lehigh Valley Railroad Company, CCH 
Dee. 17,027, 12 TC 977 (1949), aeq., 1949-2 CB 2. Generally, 
this occurs when the judgment becomes final. Dixie Pine Products 
Company v. Commissioner, cited above. 

In the event the taxpayer loses in the trial court and files 
an appeal, he may not accrue the amount of the deduction in the 
year the judgment is entered by the trial court. Commissioner 
v. Fifth Avenue Coach Lines, 60-2 vustc 9628, 147 F. 2d 453 
(C.A. 2). Where actual payment is made pending appeal, there 
is a split of authority whether the amount paid may be accrued. 
Compare Consolidated Edison Company of New York v. U. S., 
60-2 ustc J 9485, 279 F. 2d 153 (C.A. 2) with Chestnut Securities 
Company, 45-2 ustc { 9405, 62 F. Supp. 574 (Ct. Cls., 1945) and 
Lehigh Valley Railroad Company, cited above. In any event, an 
aeerual will not be permitted if funds are merely deposited in 
escrow or in trust in order to obtain a supersedeas bond to perfect 
the appeal. The deposit of the money in escrow does not dem- 
onstrate that the taxpayer will have to make a payment. Rather 
the purpose of the appeal is just the opposite. See U. S. v. Texas 
Mexican Railway Company, 59-1 uste { 9210, 263 F. 2d 31 (C.A. 5). 
In the event an accrual basis taxpayer settles a case, he may 
deduct the amount he will pay in settlement in the vear he is 
legally obligated to make the payment, and the amount thereof 
ean be ascertained. American Hotels Corporation v. Commissioner, 
43-1 ustc J 9333, 134 F. 2d 817 (C.A. 2). Woods Cross Canning 
Company v. Korth, 53-1 usre 9200 (D.C., Utah). 


Disguised Dividend 
In the event an officer of a corporation is held personally 
liable to pay a fine or damages for committing an act on behalf 
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of a corporation, payment of the fine by the corporation may 
result in a dividend to the taxpayer. Compare Sachs v. Com- 
missioner, 60-1 ustc § 9414, 277 F. 2d 879 (C.A. 8) with Ruben 
v. Commissioner, 38-2 ustc § 9451, 97 F. 2d 926 (C.A. 8). Payment 
of a penalty imposed upon the corporate officer and stockholder 
discharges his personal liability and constitutes an economic benefit 


to him as much as the payment of any other indebtedness he may 
have incurred. Nevertheless, a number of cases have permitted 


a corporation to pay and deduct the cost of defending officers 
accused of misconduct in the course of the corporate business. 
See, for example, Union Investment Company, CCH Dee. 20,134, 
21 TC 659, and Section 4.13. 


Conclusion 


This chapter has sought to highlight the different tax conse- 
quences of varying solutions to a trademark or unfair competition 
transaction or controversy. Whenever choices are to be made 
between possible alternatives, particularly in considering the set- 
tlement of litigation, the opportunity to solve tax problems should 
not be overlooked. Should a lawsuit be carried through trial to 
judgment, the court decision may be made without regard to tax 
consequences. A settlement reached between parties, on the other 
hand, can usually take into account the tax consequences to both 
parties. Suffice it to say that a settlement reached after consider 
ing the tax situation of both parties can often be more advan- 
tageous than a favorable court decision after trial. 
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NOTES FROM OTHER NATIONS‘ 


By L. L. Gleason* 


Great Britain 


Recent Court Decisions 


A Swedish company, proprietor of a British trademark regis- 
tration, applied to the British Registrar for entry in the Register 
of a memorandum relating to an agreement with another company. 
The memorandum read as follows: 

“This registration is subject to the terms of an agreement 
dated 24th March, 1958, made between Svenska Aktiebolaget 

Gasaccumulator of the one part, and Aga Heat Limited, of 

the other part.” 

The Registrar rejected the application and the applicant ap- 
pealed to the High Court of Justice. The Court ruled that “The 
matters that can properly be included in the Register are deter 
mined by the Trade Marks Act, 1938, s. I, and are disclaimers, 
conditions or limitations, or other matters relating to registered 
trade marks as may be prescribed by the Act or the Trade Marks 


Rules. The proposed entry was none of these things and ought 
not to he registered” (1961 a fit 247). 

Two United States citizens, trading as Radiant Color Com- 
pany, applied for registration of the trademark veLvaA-GLo in Class 


2 in respect of “fluorescent pigments, fluorescent paints and fluores- 
cent coating composition (in the nature of paints)”. The Registrar 
objected to the application on the ground of a registration of the 
trademark vet GLo in the name of a British company covering that 
mark for “all goods ineluded in Class 2”. 

A hearing was held before the Registrar at which the Registrar 
inaintained his objections but stated that he would be prepared to 
proceed with the veLva-cLo mark if the consent of the owners of 
the cited mark could be obtained. That was not done and the 
Registrar was not informed if an attempt was made to secure a 
consent. After many extensions of time had been allowed the 
agents for the applicants requested a statement as to the basis 
for the Registrar’s ruling in the matter of the consent. The Reg- 
istrar furnished his considered statement in which the trademarks 
VELVA-GLO and veL GLo were closely compared, and he reiterated 





SO0.4—OTHER STATUTES FOREIGN LAW. 
Member of the firm of Marks & Clerk, New York. 





904 THE TRADEMARK REPORTER 


his opinion that the two marks so closely resembled each other 
that there was a real danger of deception or confusion if they were 
used in connection with the same goods or the same description of 
goods. The following paragraph in the Registrar’s statement is of 
particular interest : 


“At the hearing, I did not consider that the circumstances 
justified refusing the application outright. The marks are 
not identical, there being visual and phonetical differences 
between them, slight as these are. As the cited mark is regis- 
tered for ‘all goods ineluded in Class 2’ it might well be that 
the owners thereof are not using it in respect of goods which 
would conflict in trade channels with the limited claim of the 
present applicants. I said, therefore, that I would be pre- 
pared to proceed with the application if the applicants were 
able to obtain the written consent of the owners of the cited 
mark to the registration of the mark propounded. This pro- 
cedure follows the established practice of the Registrar since 
the date (in 1887) of the interim Report of the Herschell Com- 
mittee (see paragraph 3 of that Report).” 


The Registrar concluded the statement by saying that since 
the applicants had not furnished the required consent, the appli- 
cation was refused on the basis of Section 12(1) of the Act. The 
applicants appealed to the High Court of Justice. 

The Court upheld the Registrar in his opinion that the marks 
would tend to cause confusion if used on the same kinds of goods, 
and in his rejection of the trademark application, and it gave con- 
siderable attention to the practice established in 1887 of requiring, 
in certain circumstances, consents from the owners of marks cited 
against applications. The Court’s observations on this point were 
in part as follows: 

“Irom the language of the Report of Lord Herschell’s Com- 
mittee, it appears to me that this is only a proper practice 
to adopt where the Registrar is of opinion that, unless he is 
satisfied of certain matters which the consent of the owner 
of a mark already registered will tend to satisfy him about, 
he will be bound to refuse registration under s. 12(1), but it 
seems to me that if the applicants are able to obtain the 
written consent of the owner of some already registered mark 
to the registration of their proposed mark, that fact in itself 
may serve as evidence which will or may legitimately influence 
the mind of the Registrar, either as showing that the similar- 
ity between the two proposed marks is not one which would 





Vol. 51 TMR NOTES FROM OTHER NATIONS 905 
he regarded by people trading in the particular class of goods 
concerned to be likely to deceive or cause confusion, or as 
indicating that the already registered mark is not in fact 
used in connection with the type of goods which the proposed 
mark is intended to be used for, with the result that, on that 
ground also, the probability of deception or confusion could 
be decreased. * * * In the present ease, the Registrar invited 
the applicants to seek such a consent, but they never did so; 
and consequently the Registrar, being pressed to give his 


one 


decision, refused the application” (1961 R.P.C. 255). 


Guatemala 
Decree Regulating Use of Spanish Language 
The Guatemalan Government put into force on September 3, 
1961 Decree No. 1483 which is of interest to owners of trademark 
registrations in that country. Article 1 of the decree reads as 
follows, in translation: 


“Documents which correspond to actions of an official nature, 
as well as every name, ensign, placard, and sign of business, 
profession or industry, and of arts, fashions or sports in the 
common reach, shall be spoken and written in the Spanish 
language save those which, because they constitute proper 
names or foreign industrial names, are neither translatable 
nor conveniently changeable. 

“Tn this last ease of registered foreign marks, their correspond- 


ing pronunciation or translation shali be indicated between 
parentheses, if possible, and the explanations pertaining to 
the purpose of the mark in question shall always be in 
Spanish.” 


Guatemalan lawyers who have discussed the decree with offi 
cials in the Patent Office were told that the decree is not expected 
to affect the procedure of registering word marks in foreign lan- 
guages, and that it is intended to apply to the use of registered 
marks. This may involve the display of the “pronunciation or 
translation” of the trademark within parentheses as it is used on 
goods distributed in Guatemala, and the use of the Spanish lan- 
guage in directions or explanations on the label in which the mark 
is shown. 

Indonesia 
New Trademark Law 

The Indonesian Parliament on September 13, 1961 approved 
a bill providing for a new trademark law, and the effective date 
of the law is expected to be announced soon. 
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This law will for the most part be similar to the old law, a 
hold-over from Duteh colonial days, but one important change 
is the provision for a classification of goods, consisting of 39 
classes. There will be an additional fee for each extra class and 
apparently it will be possible to cover the goods of more than 
one class by a single registration. The official fees in general will 
he increased. 
Further details of the law will be furnished later. 


Norway 
New Trademark Law 
This law became effective on October 2, 1961, as October 1 
fell on Sunday, and it replaces the 1910 Act and the various amend- 
ments thereto. 
In addition to the usual forms of trademarks, the new law 


provides for the registration of service marks, and eight new 


classes have been added to the International classification of 34 
classes to take care of service marks. Slogans and the ‘“get-up” 
of goods or their packings may also be registered if sufficiently 
distinetive, and that was possible under the old law. 

Trademark applications will be published after preliminary 
examination, and oppositions may be filed within two months of 
the publication date. If no opposition is filed, or if any opposition 
filed is overcome, there will be a further examination of the mark, 
after which the application may be granted. 

The term of 10 years will run from the registration date, and 
each renewal term will run for 10 years from the expiration date 
of the preceding term. An extension period of six months for late 
renewal will be available. 

While there is still no requirement as to use of a mark in 
order to maintain the validity of its registration, a registration 
may be declared invalid if the registrant is no longer in business 
or if the mark after registration “has obviously lost its distinctive 
character, or has become deceptive, conflicting against public order 
or apt to cause offense”. 

A trademark may be assigned with or. without the good will of 
the business in which it is used, but the right is reserved to the 
Patent Office to refuse to record an assignment without good will 
if the Patent Office believes that use of the mark by the assignee 
would cause confusion. Such decision by the Patent Office is sub- 
ject to appeal. 
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A license to use a registered trademark may now be recorded 
in the Patent Office on application of the registrant or the licensee. 
The Patent Office may refuse to record a license if it finds that the 
licensee’s use of the mark would be likely to cause deception of the 
publie, and this refusal may be appealed. 

The Norwegian trademark law is in fairly close agreement 
with the new laws that have been adopted in Denmark and Sweden 
within the past year. 


Ruanda-Urundi 


Trademark Legislation 


The Government of Ruanda-Urundi on June 7, 1961 published 
Legislative Ordinance No. 441/197 relating to the registration and 
protection of trademarks in that country. Another Ordinance, 
No. 441/198, contains regulations for carrying out the first law. 

The first party who has made “notorious” use of a trademark 
is given the sole right to register it, but the law fails to state if 
this use must be in Ruanda-Urundi. 

A trademark may be transferred only with the business in 
which it is used, and an assignment will be effective against third 
parties only after it is recorded in the preseribed manner. 

Provisions are made for the punishment by fine and imprison- 
ment of those who infringe or fraudulently use a registered trade- 
mark. A registration granted contrarily ‘to the rights of third 
parties may be canceled at the request of any interested person. 

Article 10 of the Ordinance states that trademark rights 
regularly acquired in Ruanda-Urundi under previous laws will be 
maintained, which means that registrations granted in the former 
Belgian Congo prior to June 30, 1960 will continue to be effective 
in Ruanda-Urundi, as will registrations deposited in Brussels be- 
tween June 30, 1960 and June 7, 1961 with sole application to 
Ruanda-Urundi. Other registrations effected in Brussels between 
June 30, 1960 and June 7, 1961 and intended to cover the Congo 
Republic and Ruanda-Urundi are now the subject of negotiations 
between the governments of Belgium and Ruanda-Urundi and they 
will probably also remain effective in the latter country. 

There was a previous notice regarding these countries in 


o1 TMR 138. 
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NOTES FROM THE PATENT OFFICE 


By Katharine |. Hancock* 


Identification of Goods (Part 1)t 

In a trademark application it is necessary to identify the 
goods upon which the trademark sought to be registered is used. 
Although at first glance it would seem that identifying one’s 
goods would be a simple thing to do, from the number of amend- 
ments which are found by the Trademark Office to be either de- 
sirable or necessary, identifying one’s goods is apparently not a 
simple thing to do. 

The Trademark Act of 1946, in See. 1, requires a written 
application “specifying . . . the goods in connection with which 
the mark is used,” and Webster’s Dictionary tells us that to 
“specify” means “to mention or name in a specific or explicit 
manner.” The reason behind this requirement of the Act is not 
hard to find. Trademark rights do not exist in a vacuum but 
come into being only because of use of marks in connection with 
particular commercial commodities. In order to know one’s right 
in a trademark it is necessary to know the goods or commercial 
commodities with which the mark is used, and the registration 
certificate which represents such trademark right should specify 
the goods in such a way that all who see it will readily understand 
the goods on which the right is based. 

There are several principles to keep in mind in deciding 
upon the wording to be used in identifying one’s goods in a trade- 
mark application. Of first importance is that the identification 
of the goods should be clear and concise. Usually this result may 
be best accomplished by the simple expedient of naming the goods, 
for if “specify” means “to mention or name in a specific or explicit 
manner,” what better way to specify the goods than by using 
the common commercial names by which the goods are known to 
manufacturers, dealers or purchasers in the marketplace? 

Office experience reveals that there is a common tendency to 
describe goods rather than to identify or specify the goods by 
their common commercial names. This objectionable practice takes 
various forms—the detailing of characteristics or features of 
the goods, the use of the format of a patent claim, use of long 
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and technical language, or other presentations which are verbose 
and unclear. All these methods are unacceptable, for they fail 
to provide a clear and immediate identification of specific com- 
modities. 

In a decision in 1953 Examiner in Chief Federico stated that 
“the requirement of the statute to ‘specify ... the goods in con- 
nection with which the mark is used’ is not a requirement for a 
claim as in patent cases but is merely what it says, a requirement 
to specify, that is, to name in a specific or explicit manner 
the goods in connection with which the mark is used.”’? 

This sentiment was reiterated by Assistant Commissioner 
Leeds in 1954 by the statement that “An application for regis- 
tration of a trademark should describe the goods by their common 
descriptive name, if there be one, and not by technical terms used 
in applications for patents.”* The name of the goods there in- 
volved was potentiometers; the goods had been described as “ther- 
mionically operated instruments for indicating, recording, and/or 
controlling values of conditions, namely, temperature, pressure, 
flow, specific gravity, density, strain, chemical concentration, hu- 
midity, weight, position, and/or variations therein and responsive 
to values of electrical characteristics produced by or in connection 
with said condition and/or variations therein.” 

In another decision Assistant Commissioner Leeds stated that 
“An identification of the goods in an application to register a 
trademark should be brief, clear and concise; it should identify 
the goods by their common, ordinary name so that the average 
person would recognize what they are; and it should not be written 
in technical, high-sounding verbiage. The identification of goods 
in a trademark application should not take the form of a specifica- 
tion in a patent.” * 

In one decision the ambiguous language “a chemical prepara- 
tion for use in bleaching and whitening clothes, and removing 
stains, dirt and grease; and for use as an antiseptic, germ killer, 
deodorizer and disinfectant” was boiled down and clarified into 
two categories by the wording “sodium hypochlorite and liquid 
chlorine for industrial use, and household bleach.” * 


Ez parte A. C. Gilbert Co., 99 USPQ 344, 43 TMR 300. 
Ex parte Minneapolis-Honeywell Regulator Co., 101 USPQ 293, 44 TMR 970. 
California Spray-Chemical Corp. v. Osmose Wood Preserving Co., 102 USPQ 321, 
R 79. 
4. B.A. Railton Co. v. Jones, 109 USPQ 398, 46 TMR 989. 
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Other decisions hold in a similar vein that goods in trademark 
applications should be identified by their common commercial 
names.” 

There is no uniform format of language which can be applied 
like a stencil for identifying goods in all situations, but by keeping 
in mind the principle that goods must be identified clearly and 
concisely and in the common language of the marketplace, one 
can select the language and the method best adapted to accom- 
plish that purpose for the particular goods with which one is 
dealing. 

The following contrasting situations may help to illustrate 
the point that a variety of grammatical mechanics may produce 
the uniform result of satisfactorily naming the goods. In one 
decision the words “textile printing inks” were substituted for 
“inks, namely dispersions of pigments in synthetic resin and rub- 
ber solutions and lacquers useful in textile printing.” ® Here it 
ean be seen that what was done was to use a noun (inks) to identify 
the goods, and a concise adjective modifier (textile printing) to 
identify the particular type of inks. This eliminated a longer and 
somewhat unclear description of a technical nature plus a sug- 
gested use. In another decision the same result was reached by 
use of a noun to identify the goods, and a phrase which narrowed 
the goods to a special type, thus: asphalt for use as a rubber- 
softening agent.” This use of a noun, with or without adjectival 
modifier, is the most common approach, and the most suitable 
in the majority of cases. In another decision, on the other hand, 
the language “account cards, ledger sheets, and similar forms” 
(which superficially appears to meet the test of using nouns to 
name various goods) was revised to “business forms for visible 
index filing” (which on the surface appears to be the undesirable 


procedure of suggesting uses.*) In this situation, however, the 


items, taken together, formed a single well-recognized commercial 
system, namely, a visible index filing system, and to name the 
individual parts without identifying the system was unclear and 
misleading; when the well-known system was identified, it was 





5. Ekco Products Co. v. Bernard Edward Co., 102 USPQ 396, 44 TMR 1441; Rohm 
§ Haas Co. v. C. P. Hall Co., 105 USPQ 155, 45 TMR 734, syllabi (1) and (10); Cham 
berlin v. Metal Craft, Inc., 112 USPQ 139, 47 TMR 408; Schenley Industries, Inc. v. 
Battistoni, 112 USPQ 485, 47 TMR 671; Polaroid Corp. v. Peck & Harvey, 115 USPQ 
96, 48 TMR 256; Servel, Inc. v. Barr Mfg. Co., 115 USPQ 188, 48 TMR 497. 

6. American-Marietta Co. v. Rarolite Chemical Co., Inc., 120 USPQ 90, 49 TMR 373. 

7. Rohm & Haas Co. v. C. P. Hall Co., 105 USPQ 155, 45 TMR 734. 

8. Farrington Mfg. Co. v. LeFebure Corp., 120 USPQ 93, 49 TMR 375. 
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not necessary to list each business form which was an element 
thereof. 

It is the naming of the goods which is important. Decisions 
have held that after that is done, it is not necessary to go further 
and include additional explanatory information such as the va- 
rious possible uses of the commodity,® who are the purchasers” 
or the form of packaging." The Trademark Office follows this 


practice and does not consider it desirable to include such addi- 


tional information in the identification of goods, although its in- 
clusion may be permitted if the facts of a particular situation 
justify doing so, or if Office classification makes it necessary. 
If allowed, the inclusion of such matter should be so arranged 
that the identification of the goods will not be unreasonably awk- 
ward or long. 

It has been pointed out that the common commercial name of 
goods should be used, if possible. It sometimes happens, how- 
ever, that a product does not have a common commercial name- 
that the product is new or unusual, and a definite name has not 
yet attached to it in the marketplace. In that event one must 
resort to identifying the product more fully, that is, to describing 
it. When this is necessary, it should still be done as clearly and 
as concisely as possible. Simple, common language should be used, 
and a conscious effort should be made to select significant words 
which will point to important or key attributes of the product 
and thus evoke in the mind of the reader a picture of what the 
goods are. Perhaps everyone has encountered billboards or other 
advertising signs which have an animated feature, where, for 
example, the eye of a pretty girl winks as one passes by, or a 
waterfall twinkles over a precipice. The specialized elements which 
produce these effects do not seem to have a particular accepted 
name, and the following identification was devised for one regis 
tration for such a product: pictures, photographs and advertising 
pieces which are animated by having superposed thereon images 
(either wording or pictures) which become separately visible when 
viewed from different angles. Another example can be found in 
the field of packaging of loose material for transportation, where 
it was found possible to pack such material inside a container 
of flexible material which could conform to the inner shape of 


9. California Spray-Chemical Corp. v. Osmose Wood Preserving Co., 102 USPQ 321, 
15 TMR 79; Rohm & Haas Co. vy. C. P. Hall Co., 105 USPQ 155, 45 TMR 734. 

10. Rohm & Haas Co. v. C. P. Hall Co., 105 USPQ 155, 45 TMR 734. 

11. The Borden Co. v. Lauritzen § Co., Inc., 99 USPQ 216, 44 TMR 319. 
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the transporting vehicle. In one registration such goods were 
identified as “a plastic bag, which, when inflated, fits the bodies 
of trucks or railway cars.” 

Although in such situations it is frequently necessary to de- 
seribe significant characteristics of the product or to state the 
use for which the product is designed, this is not the same thing 
as the practice, which is frowned upon, of following the common 
name of the product with a statement of characteristics or pos- 
sible uses. With a new or unusual product, describing its charac- 
teristics or uses is usually the only way the product can be made 
known and the description is a necessary part of the identification ; 
whereas in the situation of a product which has a common known 
name, the suggesting of possible uses is surplusage. 

In devising the identification of a new or unusual product 
it is helpful to consider the language used in identifying the prod- 
uct in orders, in invoices, or in advertising. It is also helpful 
to consult the Examiners’ files of registration copies for examples 
of similar products. These copies are arranged by classes of 
goods, and although they are not public files, they may be used 
with the permission of the Examiner of the class involved. On 
this, however, one word of caution. Not all identifications in past 
registrations have been devised with the care one might wish, 
and they should be approached with an inquiring and evaluating 
mind for the purpose of securing suggestions rather than nec- 
essarily adoption verbatim. 

Occasionally a product may have different purposes or uses 
which are so distinct as actually to affect the identification of 
the product. For instance, the chemical potassium nitrate may be 
merely a chemical to be put to any suitable use the purchaser 
desires, or it may be specifically a fertilizer, or it may be spe- 
cifically an explosive. Here, again, it is not proper to identify 
the product by a statement of uses; the product should be iden- 
tified by its common commercial name. That name will be deter- 
mined by the circumstances surrounding the marketing of the 
product. If the potassium nitrate is packaged in the manner 
customary for fertilizers and the packaged product is labeled 
and sold as fertilizer, and the product is advertised and promoted 
as fertilizer, it should be identified in the application as fertilizer. 
If, however, the product is packaged, labeled, sold and advertised 
as an explosive, it should be identified as that. If it is packaged, 
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labeled, sold and promoted merely as a chemical composition, 
it should be identified accordingly. 

In all cases the specimens or other informative literature sub- 
mitted in a trademark application are helpful in determining 
proper identification of goods, as they illustrate the language used 
by applicant in the market in connection with the goods. In one 
reported case amendment of the goods in an application was re- 
quired to conform to the language by which the goods were iden- 
tified on the specimens.” 

It should be kept in mind that trademarks may not be used 
in the identifications of goods.** The name by which a commodity 
is to be identified in a trademark application is the name by 
which the commodity is commonly known without regard to who 
manufactures it. A trademark is an indication of origin, applied 
only to those goods produced by one manufacturer; a trademark 
need not be limited to use on a single commodity, but may be 
used on many different commodities; thus, obviously, a trademark 
cannot be the common commercial name of a commodity and still 
serve as a trademark. If a trademark appears in the identifica- 
tion of goods, Examiners will require its deletion and the sub- 
stitution of clear, generic language. 

So far, the fact that identifications of goods should be clear 
and concise has been emphasized. Related to this, and of equal 
importance, is the fact that identifications of goods should be 
accurate. Inaccuracies run the gamut from actual misstatement 
through incomplete statement to ambiguous wording which creates 
an incorrect impression. Inaccurate identifications are probably 
usually due to carelessness or the failure to give adequate atten- 
tion to a point which on the surface seems too simple to merit 
much thought. Conscious attention to the matter of the clearest 
and most accurate wording would doubtless eliminate inaccurate 
identifications. 

A few examples may serve to illustrate the pitfalls of inac- 
euracy. It was indicated in one case™* that canned olives was 
not an accurate identification when use had been only on fresh 
olives. Again, amendment was required of goods which were iden- 
tified as “preserved cranberries” when in fact the specimens sub- 
mitted in the case showed that the goods were marketed as “candied 





12. Polaroid Corp. v. Peck & Harvey, 115 USPQ 96, 48 TMR 256. 

13. Camloc Fastener Corp. v. Grant, 119 USPQ 264, 49 TMR 229. 

14. Maywood Packing Co. v. The Corning Olive Growers Assn., 36 USPQ 267, 28 
TMR 148. 
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eranberries”—a specifically different commodity.*® Where the ree- 


ord showed that an applicant had been marketing a chemical 
composition for use in the manufacture of photo-sensitized paper 


rather than paper generally, amendment of the identification of 
goods accordingly was required.’® In a ease before the Court 
of Customs and Patent Appeals it was stated that “In our opinion 
an outboard motor would not be properly described as an internal 
combustion engine,” and restriction of the application accordingly 
was approved.’” Where the goods were identified in the appli- 
cation as “gold stamping foil,” registration was withheld pending 
an amendment to conform the application to the facts by iden- 
tifying the goods as “cellophane folders with pressure-sensitive 
gold foil strip attached for personalizing articles.” ** It can be 
readily seen that the original identification merely as “foil’’ did 
not accurately state what the goods were and indeed tended to 
give an inaccurate impression of their specialized nature. In a 
‘ase involving a specialized type of publication, in which the iden- 
tification was merely “a periodical,’ whereas it appeared from 
the application file that applicant did not publish a “periodical”’ 
within the ordinary commercial meaning of that term but pub- 
lished a “monthly news bulletin,” registration was withheld until 
the goods were accurately identified.*” In another instance it was 
required that the clearly contradictory term “manmade furs” be 
amended to the accurate wording “imitation furs.” °° 

From the foregoing cases it can be seen that the identification 
of one’s goods is often limited by the specimens submitted; the 
identification of goods may similarly be limited by the nature 
of the mark itself. The most extreme illustration of this is a 
mark which contains within itself the name of particular goods. 
In an application to register NEWARK ‘OLDE TOWNE’ ALE and a 
design, the identification of goods included beer as well as ale. 
It was required that the item “beer” be deleted, as use of such 
mark on beer was considered to be deceptive.*? At other times 
a mark may contain matter which, while it is not the name of 
goods, is highly suggestive of specific goods, so that it might 


15. National Cranberry Assn. v. Wisconsin Alumni Research Foundation, 119 
USPQ 54, 49 TMR 129. 

16. Nopco Chemical Co. v. Kay-Fries Chemicals, Inc., 124 USPQ 113, 50 TMR 297. 

17. Kiekhaefer Corp. v. Willys-Overland Motors, Inc., 111 USPQ 105 (syllabus 3), 
46 TMR 1377. 

18. Merchandising Promotions v. Hastings § Co., Inc., 110 USPQ 256, 46 TMR 
1280. 

19. Ex parte Consulting Engineer Publishing Co., 115 USPQ 240, 48 TMR 379. 

20. Jerclaydon, Inc. v. Hudson Fur Cleaning Co., 122 USPQ 582, 49 TMR 1238. 

21. Ez parte The Consumers Brewing Co., 55 USPQ 426, 33 TMR 155. 
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appear unlikely that an identification is accurate which covers 
other than the goods suggested by the mark. In one case* it was 


considered that the mark sits 0’ HONEY was, because of its 
suggestiveness, appropriate for use on canned peas and carrots 
but not necessarily so for a full line of canned vegetables as 
set out in the application. In such circumstances the matter of 
accuracy is one into which the Examiner will inquire. 

It will probably have occurred to the reader, from a con 
sideration of the foregoing examples, that accuracy has some re- 
lation to the subject of broadness. That of course is true, and 
the subject of broadness in identifications of goods will be dis- 
cussed in next month’s Note. 


PATENT OFFICE 


Trademark Statistics 


Applications filed 
Registrations issued 
Principal Register .. 11,073 12,475 


Supplemental Register 564 


Total me 11,637 

Renewals 2,383 

Sec. 12(c), publications fags 293 

See. 8, affidavits filed 10,314 
= 


See. 8, cancellations -............... 3.514 


Cancellations, other .. 143 


22. Schutter Candy Co. v. Rogers Canning Co., 116 USPQ 452, 48 TMR 1009. 
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STATE TRADEMAR 


Reg. Appli. Dates of Renewal 
State Term Fee Forms ist Use* Fee 


ALABAMA Perpetual $ 2.00 


] 

ALASKA 10 Years 10.00 ] : $10.00 
ARIZONA 10 Years 10.00 ; 1 A, 5.00 
ARKANSAS 10 Years 10.00 l 1.00 
CALIFORNIA 20 Years 10.00 ] 10.00 


COLORADO 10 Years 10.00 
1.00 Cert. 
CONNECTICUT Perpetual $7 to $9 3 ] 
See Statute 2-if Cert. 

Copy req. 
DELAWARE Perpetual 1.00 No forms 

(1 Req.) 
FLORIDA 10 Years 5.00 3 1 A,B 5.00 
GEORGIA 10 Years 5.00 3 1 A,B 5.00 


HAWAII 20 Years 10.00 A, B (D) 10.00 


IDAHO Perpetual 6.00 A 
6.00 Cert. 


ILLINOIS 10 Years 10.00 : A,B 5.00 
INDIANA 10 Years 10.00 : A, 10.00 


IOWA 10 Years 5.00) Cert. 2 10.00 
5.00) Com- 
pulsory 
KANSAS 10 Years 10.00 
KENTUCKY Perpetual 1.00 
LOUISIANA 10 Years 10.00 


MAINE Perpetual 3.00 
2.00 Cert. 


MARYLAND 10 Years 10.00 : / 5.00 


MASSACHUSETTS 20 Years 25.00 ; / 10.00 
MICHIGAN 10 Years 10.00 A, 10.00 
MINNESOTA 10 Years 15.00 : 10.00 


MISSISSIPPI 10 Years 10.00 : . 10.00 


MISSOURI 10 Years No forms J 5.00 
(1 Req ) 


MONTANA Perpetual 5.00 6 
1.00 Cert. 


NEBRASKA Perpetual 5.00 
NEVADA Perpetual 25.00 4 


? 


* (Key description on page 918.) 
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EMARE REGISTRATION INFORMATION 


Model Act X Civil 
Service Dilu- 

Marks tion 

—— No 

Yes 

Yes 

Yes 

Yes 


Yes Yes 
7/ 1/53 


1/ 1/56 
Yes 
7/20/59 


Yes 
4/25/59 
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(Prov.-Vary, see Statutes) 


STATE TRADEMARK INFORMATION 


Criminal 
Penalties 


Remarks 


No 
Yes 
Yes 
No 


Yes 


C. 
.. 


C. (Revised Laws of Hawaii 
1945) 


G 

Publication required 

C. No common law. Trade name 
provision 


C. Hearing allowed on rejection 
of application 

Certificate of Notary required 

c. 
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Cn 

Effective 10/13/61—not for marks 
in conflict with federal registra- 
tion 

Certification marks can be filed 
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20 Years 


Perpetual 
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10 Years 
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Perpetual 
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10 Years 
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NESSEE 


Perpetual 
10 Years 


10 Years 
10 Years 


10 Years 
Perpetual 


20 Years 


Perpetual 


TRADEMARK 


{PORTER 


Reg. ‘ Appili. 
Fee Forms 


$10.00 ? 1 


(verifi- 
cation 
required ) 
5 2 1 
1.00 Cert 
10.00 


10.00 


5.00 
1.10 re 
cordin 
1.00 Cert 
20.00 
10.00 


10.00 
10.00 
15.00 


10.00 
2.00 Cert 
15.00 
10.00 
5.00 
1.00 Cert. 
1.00 
10.00 


10.00 
10.00 
5.00 Cert. 
10.00 


5.00 
5.00 Cert. 
3.00 

1.00 Cert. 


plus description 


5.00 
5.00 Cert. 


’ means no date of use anywhere required; 
’ means date of first use anywhere: 


“B” means date of first use in State 


“C” Cancellation provisions ; 
“D” or is registered in U.S. Patent Office. 
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STATE TRADEMARK 


Renewal Assignment 


Fee Fee 


$10.00 $10.00 


10.00 


20.00 


5.00 
5.00 
10.00 
10.00 
5.00 
2.00 Cert 
3.00 


5.00 


5.00 


1.00 


0 


5.00 


10.00 


10.00 10.00 


10.00 5.00 
5.00 
3.00 3.00 


1.00 Cert. 1.00 
(See Remarks ) 
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REGISTRATION INFORMATION — (Continued) 


Model Act X Civil Criminal 
Sub. Service Dilu- Remedies Penalties 
Changes XX Marks tion (Prov.-Vary, see Statutes) Remarks 


See Yes - Yes Yes Substantially Model Act—enacted 
prior to formal drafting of Model 


Bill. 


Remarks 


Effective 6/12/59—protects 
Common Law Rights 
C. Dilution section enacted 7/1 
: 54. Amended effective 9/1/61 
Remarks to extend relief to non-regis- 
tered marks 


(Special Provisions—see 
statute ) 


but not for marks in conflict 
with federal registration 
U.S. Patent Office classifica 
tion 
also disclaimers 


Publication required 


C. for abandoned marks 


Rs 


but not for marks in conflict 
with federal registration 


C. Reregistration required. As- 
signee must be Wisconsin corp 
or (for registrant also) li- 
censed to do business in Wis 
consin 
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AMERICAN SAFETY TABLE COMPANY, INC. v. SCHREIBER et al., 
trading as SCHREIBER & GOLDBERG 


No. 88—C. A. 2—February 28, 1961 — 128 USPQ 408 


02—COURTS—SCOPE OF RELIEF—ACCOUNTING 

Interlocutory judgment, directing an accounting for all damages sustained and 
profits lost by plaintiff because of defendants’ unfair trade practices until such 
time as the practices may have been discontinued, is proper and fairly reflects unfair 
competition principles. 
31—COURTS—SCOPE OF RELIEF—IN GENERAL 

Because of the possibility of confusion in the case of resale by defendants after 
repairing, reconditioning, reconstructing or remodelling plaintiff’s dies or machines, 
defendants must clearly designate on such machines and dies and in their invoices 
relating thereto that the resold item is a used AMCO unit; such a requirement does 
not exceed the demands of ordinary commercial honesty. 
23—COURTS—BASIS OF RELIEF—EXPIRED PATENTS 

Inasmuch as the patent for plaintiff’s machine had expired, defendants would 
be entitled to copy the plaintiff’s machine down to the last detail; however, due 
to defendants’ fraudulent marketing which made every feature of the whole 
scheme actionable in its entirety, every reasonable means of preventing a continu- 
ance of deceptive practices is proper. 
9—COURTS—APPELLATE PROCEDURE 

So much of the appeal as concerns accounting and attorney’s fee is dismissed 
as interlocutory and not appealable. Since there was no misunderstanding by the 
trial judge of the meaning of appellate court’s prior opinion on the subject of the 
accounting, there is nothing sufficiently extraordinary about the case to warrant 
mandamus and the petition for mandamus is denied. 


Action by American Safety Table Company, Inc. v. Joseph Schreiber 
and David Goldberg, partners trading as Schreiber & Goldberg, for patent 
infringement and unfair competition. Defendants appeal from judgment 
of District Court for Southern District of New York for plaintiff. Modified. 

See also 122 USPQ 29, 122 USPQ 541, 123 USPQ 590. 


Charles Sonnenreich, of New York, N.Y., for appellants. 
Leon Edelson, of Philadelphia, Pennsylvania (Keith, Bolger, Isner & 
Byrne, of New York, N.Y., on the brief), for appellee. 


Before LUMBARD, Chief Judge, and MEDINA and Moore, Circuit Judges. 


Mepina, Circuit Judge. 

This litigation involved two actions that were consolidated for trial. 
The first was an action for patent infringement and unfair competition; 
the second was for infringement of a patent in the same subject matter 
issued after the commencement of the first action. The trial resulted in 
the dismissal of the claim for unfair competition and an adjudication 
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that both patents were valid and infringed. Separate judgments were 
entered in the two actions, and in the second one a counsel fee was al- 
lowed to plaintiff. We reversed the judgment in the second action, held 


the second patent invalid for lack of invention, set aside the counsel fee 


and dismissed the complaint. In the first action we affirmed the adjudica- 


tion of patent validity and infringement, reversed the dismissal of the 
claim of unfair competition and directed the issuance of an injunction 
and an accounting. As there had been a single trial of closely related 
issues and the ultimate result was a substantial victory for plaintiff, we 
treated the subject matter as constituting an integral controversy and 
directed that on the remand reconsideration be given to the part of 
the judgment in the first action that denied plaintiff’s application for a 
counsel fee. 

On the remand, and on the basis of the trial record without further 
testimony the trial judge determined that a counsel fee should be paid 
by defendants and that they were liable for damages for infringement 
of the patent involved in the first action and for damages caused by the 
unfair competition; and the interlocutory judgment appealed from ap- 
pointed a Special Master to fix the amount of the counsel fee and con- 
duct the accounting necessary to determine the amount due to plaintiff 
as damages. The interlocutory judgment also formulated the terms of 
the injunction required to implement the directions contained in our 
mandate. Defendants appeal only “from that part of the (interlocutory) 
judgment made and entered in this action on February 24, 1960, num- 
bered ‘5,’ ‘6,’ ‘8(a), (g), (h), (i)’ and from so much of ‘8(e)’ as requires 
defendants to ‘designate upon used amco collar pressing machines and 
die assemblies submitted to defendants for repair, reconstruction or 
reconditioning, that the same is a used amco unit’”. Defendants also 
appeal from the order denying their motion to amend this interlocutory 
judgment. Defendants also apply for mandamus to review and set aside 
the parts of the interlocutory judgment relating to the counsel fee and 
the accounting. 

The issues at the trial were extremely complicated and confusing, 
and we shall, in the ensuing discussion, assume familiarity with our 
opinion on the prior appeal. American Safety Table Company v. Schreiber 
& Goldberg, 2 Cir., 1959, 269 F.2d 255, 122 USPQ 29 and 541, Judge Clark 
dissenting, cert. denied, 1959. 361 U.S. 915. 123 USPQ 590. 

In view of the specified limitations in the amended notice of appeal, 
attention should be directed first to the portions of the interlocutory 
judgment not under attack. Patent No. 2.090.318 has been held to be 
valid and infringed (Paragraphs 2 and 3). Schreiber & Goldberg have 
been directed to account for infringement damages (Paragraph 4). In 
the unfair competition claim, Schreiber & Goldberg are enjoined from 
advertising their machines without clearly identifying them as the manu- 
facturer (Paragraph 8(b)), from advertising the names of AMco’s ex- 
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elusive agents or dealers in connection with Schreiber & Goldberg’s 
machines (Paragraph 8(c)), from the use of parts made by or for 
AMCO in machines sold by Schreiber & Goldberg as new and of their 
own manutacture (Paragraph 8(d)), and from the use in Schreiber & 
Goldberg machines of parts made by or for Schreiber & Goldberg bearing 
AMCO numbers or identifying indicia (Paragraph (f) ). 

Although Schreiber & Goldberg complain of Paragraphs 5, 8(a) 
and 8(i), these paragraphs conform to the intent of our opinion on the 
former appeal. They do no more than direct an accounting for all “dam- 
ages sustained and the profits lost by plaintiff {[Amco] on account of 
the unfair trade practices by the defendants [Schreiber & Goldberg] 
until such time as the same may have been discontinued”; to enjoin 
fraudulent marketing (8(a)); and to enjoin practices likely to result 
in confusion as to source of origin of the machines (8(i)). These pro- 
visions are necessary to carry out our original opinion and they fairly 
reflect unfair competition principles. 

Thus there remain Paragraphs 8(e), 8(g) and 8(h). These in- 
junctive provisions must be tested against the directions of this Court 
and the law relating to unfair competition. 

To further narrow the issues, clarification of 8(e) is necessary. 
Schreiber & Goldberg’s amended notice of appeal misconstrues this para- 
graph. Schreiber & Goldberg are enjoined “from the repair, reconstruc- 
tion or reconditioning for resale by defendants of any used Amco collar 
pressing machines and die assemblies without clearly designating upon 
such machines and die assemblies and in defendants’ invoices relating 
thereto that the same is a used Ameo unit.” The eritical words are “for 
resale by defendants” which apply to repair, reconstruction and _ recon- 
ditioning. When a “customer” submits a die assembly for remodelling, 
of course, as Schreiber & Goldberg claim, he knows from whom he pre- 
viously purchased the die. Paragraph 8(e) does not require additional 
markings on dies remodelled and returned to customers. Such dies are 
not for resale. Ameco concedes as much in its brief (p. 11) in saying: 


“This provision is not intended to cover dies or machines which 
the customer may send to the defendants for repair, reconditioning, 
reconstruction or remodelling and which remain the property of the 
customer. Instead, it is intended to cover Ameo dies and machines 
which come into the possession of the defendants by purchase, trade- 
in or otherwise and which are repaired, reconditioned or recon- 
structed, as distinguished from any remodelling thereof, by the de- 
fendants and then resold by them.” (Emphasis by counsel.) 


Because of the possibility of confusion in the case of a sale, Ameo 
argues that “‘the defendants should not be permitted to sell a remodelled 
Ameo die in which certain original Amco parts, * * * are replaced by 
corresponding parts made by the defendants, particularly if such sub- 


stituted parts carry the defendant’s name or initials.” However, this 
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restraint is applicable only if the resale is made “without clearly designat- 
ing upon such machines and die assemblies and in defendant’s invoices 
relating thereto that the same is a used Ameo unit.” This requirement 
does not exceed the demands of ordinary commercial honesty and should 
be affirmed. 

Do Paragraphs 8(g) and (h) go beyond what we intended should 
be done to conform to the direction in the opinion, at page 277, 122 USPQ 
at 47, that Schreiber & Goldberg be ordered “to adopt reasonable means 
to distinguish their machines from the Amecos’? It is argued that the 
provisions of Paragraphs 8(g) and (h) in effect put Schreiber & Gold- 
berg out of the business of manufacturing and selling double-point collar 
pressing machines and die assemblies, and establish a perpetual monopoly 
for the benefit of Ameo. We certainly never intended any such result. 
On the eontrary, as indicated in the opinion again and again, we in- 
tended no departure from the basic principles of the law of unfair com- 
petition as stated in this Circuit. In our exposition and analysis of the 
problems and difficulties of balancing the equities between competition 
and monopoly we summarized at pages 274-275, 122 USPQ at 44-45, of 
the opinion some of the factors bearing upon the requirement “that the 
means of distinction be reasonable under the circumstances.” Simple 
as this direction may be, the word “reasonable” raises many of the most 
complex problems in the law of unfair competition. The adoption of 
reasonable means to distinguish the Schreiber & Goldberg machines and 
die assemblies from the Ameos is a particularly delicate task here as, 
after the expiration of Voight Patent No. 2,090,318 in 1954, Schreiber 
& Goldberg would have been entitled to copy the Amco machine as dis- 
closed in the patent, down to the last detail, but for its fraudulent mar- 
keting which we held (at page 271, 122 USPQ at 42-43), “makes every 
feature of the whole scheme actionable in its entirety.” Every reasonable 
means of preventing a continuance of deceptive practices is proper; 
we did not intend the judgment to go further than this. See Kellogg Co. 
v. National Biscuit Co., 1938, 305 U.S. 111, 120-121, 39 USPQ 296, 300 
(28 TMR 569): Modern Aids, Inc. v. R. H. Macy & Co., 2 Cir., 1959, 264 
F.2d 93, 120 USPQ 470; J. C. Penney Co. v. H. D. Lee Mercantile Co.. 
8 Cir., 1941, 120 F.2d 949, 955, 50 USPQ 165, 171-172. 

With these principles in mind, we find Paragraph 8(g)! unnecessary 
for the protection of Amco’s rights and the publie generally. Other pro- 
visions of the interlocutory judgment are sufficient to avoid the deception 
which the law does not permit. 

The new type of Schreiber & Goldberg machine left with us as an 
exhibit at the time of the argument of this appeal shows the changes 
already adopted by Schreiber & Goldberg. These changes are all open 





1. “(g) from making or selling or offering for sale double point collar forming 
and pressing machines wherein the table top is rectangularly shaped and/or is sloped 
to an angle of 37 degrees plus or minus 20 degrees;” 
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and obvious. They consist of flattening the top and rounding the bottom 
edges of the table, changing the slope of the table from 37 to 42 degrees, 
as above stated, painting it light grey instead of green, and, especially the 
substitution of the three-pivot toggle for the Y-Yoke, the elimination of 
the leaf-springs, and the substitution of the 5¢” bars for the auxiliary 
pressure arms. Accordingly, we think the inclusion of Paragraph 8(h) 
was proper. It follows: 


“(h) from making or selling or offering for sale double point 
collar forming and pressing die assemblies wherein the pressure ap- 
plying member is in the form of a yoke of generally Y-shaped con- 
figuration and/or wherein the top pressure shoes are held in leveled 
position by leaf-spring members bearing against said shoes at points 
spaced in front of the aforesaid pressure applying yoke member, 
and/or wherein auxiliary pressure arms for half collar shaping and 
pressing are made in substantially exact simulation of those employed 
in plaintiff’s % die assemblies ;” 


Nothing in Paragraph 8(h) will prevent Schreiber & Goldberg from 
continuing to manufacture and sell their new type of machines or from 
repairing old Y-Yoke machines, just as they have been doing for several 
years. Indeed, as we understand it, some features of the new type of 
machines have been patented by Schreiber & Goldberg. What Paragraph 
(h) does is to enjoin the old copying of the Y-Yoke, the use of the leaf- 
springs and the auxiliary pressure arms. This seems to us to be entirely 
reasonable, under the circumstances, and to involve no hardship, as the 
new type machines of Schreiber & Goldberg are said to function as well 
as the Amecos, despite the marked difference in appearance. 

So much of the appeal as concerns the provisions of the judgment 
relating to the accounting and the counsel fee is dismissed as interlocutory 
and not appealable. We have already indicated that there was no mis- 
understanding by the trial judge of the meaning of our opinion on the 
subject of the accounting. Accordingly, as we see nothing sufficiently 
extraordinary or unusual about the case to warrant mandamus, the petition 
for mandamus is denied. 

Our direction to the District Court is, to modify the interlocutory 
judgment by the elimination of Paragraph 8(g), and to vacate the stay. 
Otherwise, the injunctive features of the interlocutory judgment referred 
to in the amended notice of appeal are affirmed, with costs to Amco. 


Affirmed as modified. 
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POLAROID CORPORATION v. POLARAD ELECTRONICS CORPORATION 
No. 162 —C. A. 2 —February 28, 1961 — 128 USPQ 411 


500.11—COURTS—BASIS OF RELIEF—IN GENERAL 
The question of how far a valid trademark shall be protected with respect to 
goods other than those to which its owner has applied it, is determined by many 
variables: the strength of the mark, the degree of similarity between the two marks 
in issue, the proximity of the products, the likelihood the prior owner will bridge 
the gap, actual confusion and reciprocal of defendant’s good faith in adopting its 
mark, the quality of defendant’s products, and the sophistication of the buyers. 
500.76a—COURTS—PLEADING AND PRACTICE—DEFENSES—IN GENERAL 
When both parties are aggrieved by the same facts and these become known 
to both at the same time, a defendant’s demand for affirmative relief may be logi 
cally inconsistent with a claim on his part that the plaintiff is barred by laches 
from making a similar demand, although under F. R. Civ. Proce. 8(e)(2) the effect 
ay be merely evidentiary and would not preclude defendant from taking alterna 
tive positions. The rule, however, in this Circuit is that where both sides fail to 
press their claims after knowledge of the facts, both are barred from affirmative 
relief, 
000.76e—COURTS—PLEADING AND PRACTICE—DEFENSES—LACHES 
AND ACQUIESCENCE 
Where plaintiff had known of defendant’s activities since 1945 or 1946, and 
where defendant’s sales had become substantial and its business had expanded by 
1951, a further delay of five years in prosecuting the alleged invasion of plaintiff’s 
rights would bar relief, for it would be inequitable to permit a well-informed mer 
chant with knowledge of defendant’s acts to wait to see how successful a competitor 
will be and then destroy with the aid of a court decree much that the competitor 
has accomplished—especially where the most that can be said is that the trademark 
iIntringement 1s a genuinely debatable question. 
500.51—COURTS—SCOPE OF RELIEF—IN GENERAL 
While laches bars relief as to past and current activities by defendant, should 
defendant later move into new territory more closely related to plaintiff’s goods 
different considerations as to laches as well as on the merits would then apply. 


Action by Polaroid Corporation v. Polarad Electronics Corporation 
for trademark infringement and unfair competition. Plaintiff appeals 
from judgment of District Court for Eastern District of New York dis- 
missing complaint. Affirmed. 

Case below reported at 50 TMR 1102. 

See also 49 TMR 1343. 

Donald L. Brown, of Cambridge, Massachusetts (Silver, Saperstein & 
Barnett and Isaac M. Barnett, of New York, N.Y., Tracy R. V. Fike, 
of Searsdale, N.Y., and Herbert S. Kassman, of Cambridge, Massa- 
chusetts, on the brief), for appellant. 

Morris Relson (Darby & Darby and Howard C. Miskin, on the brief), all 
of New York, N.Y., for appellee. 


Before MEDINA, FRIENDLY, and Situ, Circuit Judges. 


FRIENDLY, Circuit Judge. 
Plaintiff, Polaroid Corporation, a Delaware corporation, owner of 
the trademark POLAROID and holder of 22 United States registrations 
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thereof granted between 1936 and 1956 and of a New York registration 
granted in 1950, brought this action in the Eastern District of New York, 
alleging that defendant’s use of the name POLARAD as a trademark and 
as part of defendant’s corporate title infringed plaintiff’s Federal and 
state trademarks and constituted unfair competition. It sought a broad 
injunction and an accounting. Defendant’s answer, in addition to denying 
the allegations of the complaint, sought a declaratory judgment estab- 
lishing defendant’s right to use POLARAD in the business in which defen- 
dant was engaged, an injunction against plaintiff’s use of POLAROID in 
the television and electronics fields, and other relief. Judge Ravfiel, in 
an opinion reported in 182 F.Supp. 350, 125 USPQ 57 (50 TMR 1102 
(1960), dismissed both the claim and the counterclaims, concluding that 
neither plaintiff nor defendant had made an adequate showing with 
respect to confusion and that both had been guilty of laches. Both parties 
appealed but defendant has withdrawn its cross-appeal. We find it un- 
necessary to pass upon Judge Rayfiel’s conclusion that defendant’s use 
of POLARAD does not violate any of plaintiff’s rights. For we agree that 
plaintiff’s delay in proceeding against defendant bars plaintiff from relief 
so long as defendant’s use of POLARAD remains as far removed from plain- 
tiff’s primary fields of activity as it has been and still is. 

The name POLAROID was first adopted by plaintiff’s predecessor in 
1935. It has been held to be a valid trademark as a coined or invented 
symbol and not to have lost its right to protection by becoming generic 
or descriptive, Marks v. Polaroid Corp., 129 F.Supp. 248, 105 USPQ 10 
(45 TMR 665) (D. Mass. 1955). PoLARomD had become a well-known name 
as applied to sheet polarizing material and products made therefrom, as 
well as to optical desk lamps, stereoscopic viewers, ete., long before de- 
fendant was organized in 1944. During World War II, plaintiff’s busi- 
ness greatly expanded, from $1,032,000 of gross sales in 1941 to $16,- 
752,000 in 1945, due in large part to government contracts. Included in 
this government business were three sorts on which plaintiff particularly 
relies, the sale of Schmidt corrector plates, an optical lens used in tele- 
vision; research and development contracts for guided missiles and a 
machine gun trainer, both involving the application of electronics; and 
other research and development contracts for what plaintiff characterizes 
as — 
with optical apparatus.” In 1947 and 1948 plaintiff’s sales declined to 
little more than their pre-war level; the tremendous expansion of plain- 


‘electro-optical devices employing electronic circuitry in combination 


tiff’s business, reaching sales of $65,271,000 in 1958, came after the de- 
velopment of the Land camera in 1948. 

Defendant was organized in December, 1944. Originally a partnership 
ealled Polarad Electronics Co., it was converted in 1948 into a New York 
corporation bearing the name Polarad Television Corp., which was changed 
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a year later to Polarad Electronics Corp. Its principal business has been 
the sale of microwave generating, receiving and measuring devices. and 
of television studio equipment. Defendant claimed it had arrived at the 
name POLARAD by taking the first letters of the first and last names of its 
founder, Paul Odessey, and the first two letters of the first name of his 
friend and anticipated partner, Larry Jaffe, and adding the suffix “rad,” 
intended to signify radio. However, Odessey admitted that at the time 
he had “some knowledge” of plaintiff’s use of the name POLAROID, although 


only as applied to glasses and polarizing filters and not as to electronics. 


As early as November, 1945, plaintiff learned of defendant; it drew a 
eredit report and had one of its attorneys visit defendant’s quarters, then 
two small rooms; plaintiff made no protest. By June, 1946, defendant was 
advertising television equipment in “Electronics”—a trade journal. These 
advertisements and other notices with respect to defendant came to the 
attention of plaintiff’s officers; still plaintiff did nothing. In 1950, a New 
York attorney who represented plaintiff in foreign patent matters came 
upon a trade show display of defendant’s television products under the 
name POLARAD and informed plaintiff’s house counsel; the latter advised 
plaintiff’s president, Dr. Land, that “the time had come when he thought 
we ought to think seriously about the problem.” However, nothing was 
done save to draw a further credit report on defendant, although defen- 
dant’s sales had grown from a nominal amount to a rate of several 
hundred thousand dollars a year, and the report related, as had the 
previous one, that defendant was engaged “in developing and manu- 
facturing equipment for radio, television and electronic manufacturers 
throughout the United States.” In October, 1951, defendant, under its 
letterhead, forwarded to plaintiff a letter addressed to “Polarad Electronics 
Corp.” at defendant’s Brooklyn address, inquiring in regard to “polaroid 
material designed for night driving’; there was no protest by plaintiff. 
In 1953, defendant applied to the United States Patent Office for registra- 
tion of its trademark PoLARAD for radio and television units and other 
electronic devices; in August, 1955, when this application was published 
in the Official Gazette of the Patent Office, plaintiff for the first time took 
action by filing a notice of opposition, which was overruled by the ex- 
aminer in April, 1957. Still plaintiff delayed bringing suit until late 
1956. Through all this period defendant was expending considerable 
sums for advertising and its business was growing—employees increasing 
from eight in the calendar year 1945 to 530 in the year ended June 30, 
1956, fixed assets from $2,300 to $371,800, inventories from $3,000 to 
$1,547,400, and sales from $12,000 to $6,048,000. 

Conceding that the bulk of its business is in optics and photography, 
lines not pursued by defendant, plaintiff nevertheless claims to be en- 
titled to protection of its distinctive mark in at least certain portions of 
the large field of electronics. Plaintiff relies on its sales of Schmidt 
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corrector plates, used in certain types of television systems, first under 
government contracts beginning in 1943 and to industry commencing 
in 1945; on its sale, since 1946, of polarizing television filters, which serve 
the same function as the color filters that defendant supplies as a part 
of the television apparatus sold by it; and, particularly, on the research 
and development contracts with the Government referred to above. Plain- 
tiff relies also on certain instances of confusion, predominantly communica- 
tions intended for defendant but directed to plaintiff. Against this, de- 
fendant asserts that its business is the sale of complex electronics equipment 
to a relatively. few customers; that this does not compete in any significant 
way with plaintiff’s business, the bulk of which is now in articles destined 
for the ultimate consumer; that plaintiff’s excursions into electronics are 
insignificant in the light of the size of the field; that the instances of 


confusion are minimal; that there is no evidence that plaintiff has suffered 


either through loss of customers or injury to reputation, since defendant 
has conducted its business with high standards; and that the very nature 
of defendant’s business, sales to experienced industrial users and the Gov- 
ernment, precludes any substantial possibility of confusion. Defendant 
also asserts plaintiff’s laches to be a bar. 

The problem of determining how far a valid trademark shall be pro- 
tected with respect to goods other than those to which its owner has 
applied it, has long been vexing and does not become easier of solution 
with the years. Neither of our recent decisions so heavily relied upon by 
the parties, Harold F. Ritchie, Inc. v. Chesebrough-Pond’s, Inc., 281 F.2d 
755, 126 USPQ 310 (50 TMR 1207) (2 Cir. 1960) by plaintiff, and Avon 
Shoe Co., Inc. v. David Crystal, Inc., 279 F.2d 607, 125 USPQ 607 (2 Cir. 
1960) by defendant, affords much assistance, since in the Ritchie case 
there was confusion as to the identical product and the defendant in the 
Avon case had adopted its mark “without knowledge of the plaintiff’s 
prior use,” p. 611, 125 USPQ at 611. Where the products are different, 
the prior owner’s chance of success is a function of many variables: the 
strength of his mark, the degree of similarity between the two marks, the 
proximity of the products, the likelihood that the prior owner will bridge 
the gap, actual confusion, and the reciprocal of defendant’s good faith 
in adopting its own mark, the quality of defendant’s product, and the 
sophistication of the buyers. Even this extensive catalogue does not ex- 
haust the possibilities—the court may have to take still other variables 
into account. American Law Institute, Restatement of Torts, §§ 729, 730, 
731. Here plaintiff's mark is a strong one and the similarity between 
the two names is great, but the evidence of actual confusion, when ana- 
lyzed, is not impressive. The filter seems to be the only case where defen- 
dant has sold, but not manufactured, a product serving a function similar 
to any of plaintiff’s, and plaintiff’s sales of this item have been highly 
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irregular, varying, e. from $2,300 in 1953 to $303,000 in 1955, and 
$48,000 in 1956. 
If defendant’s sole business were the manufacture and sale of micro- 


7 er) 


wave equipment, we should have little difficulty in approving the District 
Court’s conclusion that there was no such likelihood of confusion as to 
bring into play either the Lanham Act, 15 U.S.C. § 114(1), or New York 
General Business Law, § 368-b, or to make out a case of unfair com- 
petition under New York decisional law, see Avon Shoe Co. v. David 
Crystal, Inc., supra, at 614, 125 USPQ at 613, fn. 11. What gives us some 
pause is defendant’s heavy involvement in a phase of electronics that lies 
closer to plaintiff’s business, namely, television. Defendant makes much 
of the testimony of plaintiff's executive vice president that plaintiff’s 
normal business is “the interaction of light and matter.” Yet, although 
television lies predominantly in the area of electronics, it begins and 
ends with light waves. The record tells us that certain television uses 
were among the factors that first stimulated Dr. Land’s interest in polariza- 
tion, see Marks v. Polaroid Corporation, supra, at 246, 105 USPQ at 13 
(45 TMR 665), plaintiff has manufactured and sold at least two products 
for use in television systems, and defendant’s second counterclaim itself 
asserts likelihood of confusion in the television field. We are thus by no 
means sure that, under the views with respect to trademark protection 
announced by this Court in such cases as Yale Electric Corp. v. Robertson, 
26 F.2d 972 (1928) |locks vs. flashlights]; L. E. Waterman Co. v. Gordon, 
72 F.2d 272, 22 USPQ 268 (1934) |mechanical pens and pencils vs. razor 
blades]; Triangle Publications, Inc. v. Rohrlich, 167 F.2d 969, 972, 77 
USPQ 196, 198 (1948) [magazines vs. girdles]; and Admiral Corp. v. 
Penco, Inc., 203 F.2d 517, 97 USPQ 24 (1953) [radios, electric ranges 
and refrigerators vs. sewing machines and vacuum cleaners], plaintiff 
would not have been entitled to at least some injunctive relief if it had 
moved with reasonable promptness. However, we are not required to 
decide this since we uphold the District Court’s conclusion with respect 
to laches. 

Plaintiff endeavors to answer that claim on three grounds: (1) That 
defendant is barred from advancing the claim because defendant sought 
affirmative relief; (2) that the doctrine of laches does not apply in trade- 
mark and unfair competition cases insofar as the complaint seeks an in- 
junction rather than damages; and (3) that the defense is not made 
out on the facts. We find no merit in any of these contentions. 





the high figure, in 1955, amounted to little more than 1% of plaintiff’s 
business. 

Plaintiff also cites defendant’s sale of bicycle headlights and other consumer 
products and defendant’s patents for a radio automatic vehicle guidance system and 
an electronic auto headlight dimmer. However, the former business, conducted through 
a separate division, has been abandoned, and exploitation of the patents has not been 
instituted. Our decision is not to be understood as dealing with plaintiff’s rights if 
defendant should resume, or begin, activity along any of these lines. 
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(1) Plaintiff’s first position rests upon a remark, quoted in the mar- 
gin,* given as an alternative ground of decision in Southern Pine Lumber 
Co. v. Ward, 208 U.S. 126, 140-41 (1908). Mr. Justice White does not 
explain what “in the nature of things’ prevented the defendant there 
from asserting both that the attachment under which their title arose 
was valid and that in any event plaintiff was barred by laches from 
attacking it. To be sure, when both parties are aggrieved by the same 
facts and these became known to both at the same time, a defendant’s 
demand for affirmative relief may be logically inconsistent with a claim 
on his part that the plaintiff is barred by laches from making a similar 
demand, see, e.g., Steenberg v. Kaysen, 229 Minn. 300, 39 N.W.2d 18 
(1949): Charleston Library Society v. Citizens & Southern Nat. Bank, 
201 S.C. 447, 23 S.E.2d 362 (1942), although even in such a ease it 
would seem that the effect was merely evidentiary and that a defendant 
ought not be precluded from taking alternative positions, F. R. Civ. Proe. 
8(e)(2). Moreover, here the circumstances as to the two parties are not 
parallel. Plaintiff seeks to prevent defendant’s use of Polarad in the very 
areas where that name had been used to plaintiff's knowledge since 1946 
or at least since 1950. In contrast, defendant makes no objection to 
plaintiff’s use of POLAROID in the areas of optics and photography which, 
so far as defendant knew until the Patent Office interference in 1955, were 
the only fields where plaintiff employed it. So far as our research has 
disclosed, the statement in Southern Pine has not been applied by Federal 
courts in trademark and unfair competition cases; on the contrary, where 
both sides failed to press their claims after knowledge of the facts, this 
Court has reached the conelusion, seemingly far more sensible, that both 
were barred, rather than that defendant had waived the defense by seek- 
ing cross-relief to which it was not entitled, Landers, Frary & Clark v. 
Universal Cooler Corp., 85 F.2d 46, 30 USPQ 248 (2 Cir. 1936). Of the 
state cases cited by appellant only Bagby v. Blackwell, 240 Mo. App. 574, 
211 S.W.2d 69 (1948), lies in the trademark and unfair competition field; 
we do not find it persuasive. The statement in Southern Pine seems to 
us to have been undermined even on its own facts by the provision in 
F. R. Civ. Proe. 8(e)(2) that “A party may also state as many separate 
claims or defenses as he has regardless of consistency * * *” A fortiori 
do we deem the statement inapplicable where, as here, the plaintiff had 
long known the circumstance underlying its demand for relief but de 
fendant had not known those relating to its more limited counterclaim 


(2) For its second ground appellant relies on the statement in 
Menendez v. Holt, 128 U.S. 514, 523 (1888), that “Mere delay or ace- 


2. “Besides, the contention as to laches, disregards the considerations which in the 


nature of things must arise, when it is borne in mind that the defendants, who claimed 
title under the attachment proceedings, did not rest content with di fending their alleged 
title, but made that title the base of an assertion of right to affirmative relief, since 
they substantially, by cross-petition, invoked such relief to maintain the validity of their 
title, and to obtain a cancellation of the trust deed upon which Ward relied.’ 
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quiescence cannot defeat the remedy by injunction in support of the legal 
right unless it has been continued so long and under such circumstances 
as to defeat the right itself.” It contends that such defeat can come only 
from conduct, such as in Landers, Frary & Clark vy. Universal Cooler Corp., 
supra, at 49, 30 USPQ at 251, giving a defendant justification for con- 
cluding that plaintiff had no objection to defendant’s using its name, 
see McLean v. Fleming, 96 U.S. 245 (1877). However, the portion of the 
opinion in Saxrlehner v. Eisner & Mendelson Co., 179 U.S. 19 (1900), also 
relied on by appellant, which upheld the defense of laches with respect 
to the word HUNYADI indicated that Menendez v. Holt does not go so 
far as appellant claims, even when a portion of the marks and the prod- 
ucts are identical. We need not explore just where the boundaries lie in 
such a case, for the Landers, Frary & Clark opinion itself and, even more 
clearly, Emerson Electric Manufac turing Co. v. Emerson Radio & Phono- 
graph Corp., 105 F.2d 908, 42 USPQ 286 (29 TMR 514) (2 Cir. 1939 
and Dwinell-Wright Co. v. White House Milk Co., 132 F.2d 822, 824-25, 
96 USPQ 120, 122 (33 TMR 2) (2 Cir. 1943), show the doctrine has no such 
reach as claimed when, as here, the goods are different. The distinctions 
are developed in Judge Learned Hand’s classic opinion in Dwinell-Wright, 
where he explained that the Menendez rule applies only when “a new- 
comer invades another’s market by the use of the other’s mark,” since 
then “every sale is a separate wrong.” “If however the question comes 
up, not when the newcomer is actually competing in the owner’s market, 
but * * * is selling goods which the owner has never sold, though they are 
like enough to make people think him their source, the determining con- 
siderations are different. The owner’s only interest in preventing such a 
use of his mark is because he may wish to preempt the market for later 
exploitation, or not to expose his reputation to the hazard of the new- 


* 


ecomer’s business practice, or both Here, as often, equity does not 


seek for general principles but weighs the opposed interests in the scales 
of conscience and fair dealing * * * The owner’s rights in such appendant 
markets are easily lost; they must be asserted early, lest they be made 
the means of reaping a harvest which others have sown.” 


) 


(3) The previous summary of the facts shows how far plaintiff came 
from meeting this rigorous test. Plaintiff seeks to excuse its early in- 
activity on the ground that defendant’s sales were small. But that is the 
very time when the owner of a mark ought forcefully to claim protection ; 
“the seales of conscience and fair dealing” will tip far more readily for 
a plaintiff when a defendant will suffer little disadvantage by changing 
to another name. See Valvoline Oil Co. v. Havoline Oil Co., 211 F. 189, 
195 (4 TMR 257) (S.D.N.Y. 1913). Moreover, even if plaintiff’s inaction 
in 1945 and 1946 could be excused on the basis that defendant’s activities 
were de minimis and that plaintiff might reasonably have expected de- 


fendant to fall by the wayside, an issue which we do not decide, the 








Vol. 51 TMR POLAROID CORP. v. POLARAD ELECTRONICS 933 


situation had surely changed by the year ended June 30, 1951, when 
defendant made $192,000 in catalog sales and $356,000 in sales under mili 
tary contracts. Plaintiff would have us disregard the latter on the issue 
of its laches—just why we are not told—although it relies heavily on 
confusion by Federal purchasing agencies as part of its case on the merits. 
Plaintiff concedes that by 1952 defendant “had expanded its business from 
the design and construction of special apparatus on order, to include the 
manufacture and sale of television and other devices operable throughout 
the entire radio frequency band”; but plaintiff waited another four years 
before bringing suit. We find nothing to support plaintiff’s assertion that 
defendant has further encroached on plaintiff’s field since 1953; to be sure, 
ditional area and into plaintiff’s. As said in Valvoline Oil Co. v. Havolin 
Oil Co., supra, at 195, “it cannot be equitable for a well-informed merchant 


defendant has trebled its business but not by moving away from its tra 


with knowledge of a claimed invasion of right, to wait to see how sue 
cessful his competitor will be and then destroy with the aid of a court 
decree, much that the competitor has striven for and accomplished—espe 
cially in a case where the most that can be said is that the trademark 
infringement is a genuinely debatable question.” True, what the court 
regarded as debatable there was the confusing qualities of the names 
rather than, as here, the identity of the product; but the principle applies 
with at least the same force. If defendants should move into new territory 
more closely related to optics and photography, different considerations 
as to laches as well as on the merits will, of course, apply. 
Judgment affirmed. 
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CONLEY, doing business as JAY S. CONLEY & CO. v. 
COLGATE-PALMOLIVE COMPANY 


No. 38213—D. C., N. D. Calif., S. Div. — September 29, 1959 
— 125 USPQ 2 


19—-COURTS—BASIS OF RELIEF—DESCRIPTIVE AND GENERIC MARKS 
JEENIE as a trademark for multi-purpose household liquid detergents and 
cleaners was held not descriptive of this line of products or any characteristic 01 
use to which the products may be put. 
600.2—CONFUSING SIMILARITY—CONFUSINGLY SIMILAR MARKS 
The Court held that the concurrent use of GENIE and JEENIE for household 
leaners was likely to cause confusion. 
0.64—FEDERAL TRADEMARK ACTS (CONSTRUCTION OF STATUTES 
ACT OF 1946—SECTION 34 
17—COURTS—BASIS OF RELIEF—CONCURRENT USE 
The Court concluded that plaintiff was owner of the JEENIE trade character and 


the name JEENIE as applied to home maintenance cleaning products within the 


marketing area comprising fourteen states and defendant failed to establish use of 
the trademark GENIE in plaintiff’s marketing area. Defendant’s purchase of a trad 
nark registration from a third party, acquisition of a trademark registration for 
GENIE and prior token sale of the dry detergent GENIE product did not affect plain 
tiff’s right to the JEENIE trademark in its marketing area. The Court held plaintiff 
vas entitled to register its trademark JEENIE pursuant to pending applications; 
defendant’s registrations be canceled in part to restrict the same to territories out 
side the eleven western states, Alaska, Texas and Hawaii which comprised plaintiff’s 


narketing area; that a court order be certified to Commissioner of Patents who 


L < 


hould make appropriate entries upon the Patent Office records. 


Action by Jay S. Conley, doing business as Jay S. Conley & Co. v. 
Colgate-Palmolive Company, for trademark infringement and unfair com- 


petition. Judgment for plaintiff 


Townsend & Townsend, Charles E. Townsend, Jr., and Anthony B. Die- 
penbrock, of San Francisco, California, for plaintiff. 
Lillick, Geary, Wheat, Adams & Charles, Gilbert C. Wheat, and Gordon 


L.. Poole, of San Francisco, California, for defendant. 


RiTTER, District Judge. 


FINDINGS OF FAcT 

1. Plaintiff, Jay S. Conley, doing business under the name and style 
of Jay 8. Conley and Company, is a resident of the State of California, 
having a principal office and place of business at 808 Terra Bella, Moun- 
tain View, California. 

2. Defendant, Colgate-Palmolive Company, is a corporation incor 
porated in the State of Delaware, and is doing business in the State of 
California, at 2700—7th Street, Berkeley, California. 

3. On or about July 6, 1954, plaintiff created, did adopt, and has 
used continuously to the present time in his business, a trademark con- 
sisting of a smiling boyish genie trade-character wearing a large turban 


with clasp thereon which said figure is variously called JASCO JEENIE or 





Vol. 51 TMR CONLEY v. COLGATE-PALMOLIVE COMPANY 935 


JEENIE. In some printed materials of plaintiff, the trade character is 
featured alone, whereas, in other instances the trade character is pictured 
in conjunction with the words JASCO JEENIE, and in other instances the 
words JASCO JEENIE, JEENIE, or JEENIE CAN bo are featured without the 
pictorial trade character in close proximity thereto. The word JEENIE is 
phonetically identical to the word GENIE. Plaintiff's trademark in its 
various forms of use shall hereinafter be referred to as plaintiff’s ‘““JEENIE 


trademark’’. 


4. Plaintiff's JEENIE trademark has been used continuously by plain 
tiff from the time of first adoption thereof to the present time as a trade 
mark by applying it to plaintiff’s products by affixing it to the packages 
and containers for said products, displays associated with said products, 
and by featuring said JEENIE trademark in advertising of plaintiff’s 
products. 


Dd. The products of plaintiff with which the JEENTE trademark has 
been continuously applied and associated as a trademark include multi 
purpose household liquid detergent, paint brush cleaner, glass cleaner, 
grease remover and cleaner, paint remover, cleaner for brick, concrete or 
tile, furniture polish, cleaner for iron, aluminum or zine metals, compound 
for preparing painted surfaces to receive paint, wood preservative, vinyl 
cleaner for vinyl upholstery in automobiles or around the home, hand 
cleaner, wallpaper remover, silicone resin water repellent, liquid rubber 
compound to serve as backing for rugs, windshield cleaner, wood bleach, 
marine paint remover, marine wood preservative, and a color additive and 


water purifier for swimming pools. 


6. The majority of the above named items are detergent base products, 
and with the exception of the wood preservatives, wallpaper remover, 
water repellent, rug backing and wood bleach, the items are _ basically 
specialized cleaning compounds primarily adapted and sold for home use 


7. Since about July 1954, all of plaintiff’s products have been con 
tinuously sold throughout the eleven western states, Alaska, Hawaii and 
Texas, said territory sometimes hereinafter referred to as “plaintiff’s 
marketing area”’. 

8. Plaintiff’s JEENIE trademark is arbitrary and fanciful in connection 
with the plaintiff’s line of products; plaintiff’s JEENIn trademark is not 
descriptive of plaintiff’s line of products or of any characteristic or use 
to which the products may be put; there is no evidence to show that either 
plaintiff’s trade-character or the word JEENTE (or Genie) are either 
descriptive or in common usage with products having similar property 
characteristics to that of the plaintiff’s line in plaintiff’s marketing area. 

9. Plaintiff’s line of products are sold primarily through paint and 
hardware stores to householders, although plaintiff has also made and still 


eontinues to make limited sales through grocery stores and supermarkets 
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10. <All of plaintiff’s products bear labels which are attached to the 
bottle or can containing the product itself, except the plaintiff’s products 
sold in plastic containers which are directly imprinted with the labelling 
material. The front panel of each of plaintiff’s labels is imprinted with 
the JEENIE trade-character. The back panel of each label (with few ex- 
ceptions) is also imprinted with the JEENTIE trade-character in conjunction 
with the name JASCO JEENIE adjacent the label instructions which the 
ordinary customer will refer to before using the product. In the majority 
of bottled products sold by plaintiff, the bottle cap is imprinted with the 
JEENIE trade-character in view of the user when the cap is removed or 
replaced from the container. Plaintiff has sold approximately three million 


product units labelled with the JEENIE trademark. 


11. The products of plaintiff have been advertised in conjunction 
with the JEENIg trademark utilizing the media of general consumer mag- 
azines, trade magazines, newspapers, and television. Plaintiff also pro- 
motes his products by means of mailing pieces to his customers, point- 
of-sale displays affixed to the products in retail outlets, brochures, 
catalogues, and price lists all featuring the plaintiff's JEENIE trademark. 
Plaintiff also supplies customers with “Ad-mats” or printing matrices for 
conjoint newspaper advertising between plaintiff and retail customers of 
plaintiff's JEENIE trademarked products. Substantially all of plaintiff’s 
business papers such as plaintiff’s letterheads, envelopes, business cards, 
invoices, receipts and the like are imprinted with the plaintiff’s JEENIE 
trademark. Plaintiff also has promoted the sale of his line of products 
in connection with floor displays, at Do-It-Yourself shows, window dis- 
plays, and similar exhibitions in which the plaintiff’s JEENTE trademark 
has been predominately featured. By virtue of plaintiff’s use, advertising 
and promotion of said JEENIE trademark, said mark has acquired a sec- 


ondary meaning. 


12. Advertisements featuring the slogan JEENIE CAN DO were published 
by plaintiff long before defendant entered the market with its GENIE 
product and related advertising featuring the slogan GENIE CAN DO. 


13. Plaintiff’s advertising and promotion of its products as aforesaid 
in conjunction with the sale of its trademarked products has created a 
conservatively estimated thirty to forty million individual mind impres- 
sions of the JEENIE trademark. 


14. On September 11, 1956, the United States Patent Office duly and 
legally issued to plaintiff Registration No. 634,266 for the JEENTE trade- 
mark enumerating in the list of goods “materials for conditioning metal, 
eoncrete, bricks, and materials for conditioning painted surfaces of all 
kinds to receive paint cover, wallpaper remover and wood bleach” in Class 


6, Chemicals and Chemical Compositions. 
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15. Plaintiff is the sole and exclusive owner of the JEENIE trademark 
and registration therefor in plaintiff's marketing area as hereinbefore 
defined and as applied to plaintiff’s products including household liquid 


detergents. 


16. In December, 1955 defendant acting through an intermediary, 
and for a total sum of $200.00 purchased United States Trademark Reg- 
istration No. 422,766, the terms of said purchase being set forth in written 
assignments, defendant’s Exhibits B-A and B-B. Defendant purportedly 
purchased the trademark registration and good will connected therewith, 
but defendant did not purchase any business in connection with the sub- 


ject trademark or registration therefor 


17. No evidence was offered to show the trademark which was the 
subject of defendant’s registration No. 422,766 was ever used on any 


product at any time in plaintiff's marketing area. 


18. Between July and December, 1956, defendant made token sales 
and shipments of a dry powdered detergent called GENIE (in conjunction 
with a picture of an Aladdin’s lamp). Defendant shipped a case of either 
24 or 48 packages of the GENIE dry detergent product to some 18 to 20 
destinations scattered across the country without any subsequent reorders 
or follow-up action. The purpose of defendant in making the token ship 
ments was to purportedly establish a basis on which defendant could 
apply for a trademark registration in the United States Patent Office. 
The dates of token shipments by defendant were relied upon in the filing 
and obtaining by defendant of its trademark registration No. 692,526, 
dated | October 1,| 1957. 

19. Subsequent to plaintiff's adoption and use of his JEENIE trade 
mark, and on or about September 1, 1958, defendant commenced to use 
the word GENIE as a purported trademark to identify a household liquid 
detergent product in the marketing area of plaintiff, and defendant has 
eontinued to advertise and sell said product under said purported trade- 
mark of GENIg together with a genie figure (sometimes hereinafter referred 
to as the “Colgate GENIE”) which is closely similar in general or overall 
appearance to the genie figure employed by plaintiff as a trademark for 


plaintiff’s products. 


20. The said genie household liquid detergent product of defendant 
is a multiple purpose cleaning product and has been advertised and pro- 
moted by defendant as useful for, among other things, cleaning dry paint 
from paint brushes, cleaning glass, rugs, upholstery, metal and tile sur- 
faces, removing grease, wax and polish, cleaning automobile upholstery, 
removing paint and grease from hands, cleaning asphalt and rubber tile, 


and for cleaning fresh paint, ceramic tile and porcelain. 


21. Plaintiff’s line of cleaning products are adapted to perform, and 


do perform, substantially all of the various purposes or functions set forth 
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product. 


22. Since on or about September 1, 1958, the defendant has ad- 
vertised its mark GENIE and genie trade character extensively in plaintiff’s 
marketing area by television and newspaper advertising and by brochures 
and other media of mass advertising. Defendant has also distributed in 
plaintiff's marketing area approximately 2,800,000 free samples of defen- 
dant’s GENIE household liquid detergent product to the general public by 
door to door give-a-way, all the said packages of defendant’s product being 


marked with the GENIE mark of defendant. 


23. Defendant has produced and broadcast over various television 
stations in plaintiff’s marketing area a series of twelve different one minute 
television commercials, and a series of four twenty second television com- 
mercials. Each of the defendant’s television commercials predominately 
features (1) its animated GENIE trade character, (2) the musical jingle 
GENIE CAN DO, and (3) a specific designation of uses to which the Colgate 
GENIE product ean be put. 


24. The Colgate GENIE trade character which is used extensively in 
television advertising and in other advertising of defendant, does not 


appear on the labels affixed to defendant’s product. 


25. The Colgate advertising featuring the Colgate GENIE figure is 
premised on the fact that there is created an indelible impression and 
inseparable association in the public’s mind between the GENIE trade 
eharacter (seen only in advertising) and the word-mark GENIE appearing 
on the product itself. 


26. On or about October 31, 1958, plaintiff, through his attorney, 
eave defendant written notice by registered mail advising said defendant 
of plaintiff’s rights in plaintiff’s JEENrr trademark in plaintiff’s marketing 
area. Previous to that, and on May 20, 1958 defendant in a written report 
sent by defendant’s trademark searcher in Washington, D.C. received 
actual notice of plaintiff’s JEENrr trademark registration No. 634,266. 


27. Notwithstanding any such notice, defendant within said plain- 
tiff’s marketing area has continued to advertise, promote and sell its house- 
hold liquid detergent product under the GENreE mark and utilizing the 
Colgate GENTE trade character in its advertising. 


28. Defendant’s said household liquid detergent product is sold pri- 
marily through supermarkets and grocery stores, and has also been found 
to have been sold in at least one hardware store which also carried plain- 


tiff’s products. 


29. Defendant’s GENIE liquid household detergent product is sold and 


advertised for sale to householders. 
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30. Plaintiff's JEENIE trademarked line of products are sold and are 
advertised for sale to identically the same segment of the purchasing 


public—namely, householders. 


31. On various occasions during the period of July, 1954, when plain- 
tiff first adopted his JEENIE trademark until September, 1958, when de- 
fendant, Colgate, entered plaintiff’s marketing area with its GENIE product, 
plaintiff had expanded his use and display of his JEENIE trademark in 
differing ways and in differing degrees of prominence. For example, on 
plaintiff’s shipping cartons the trade character JEENIE is very prominently 
imprinted in conjunction with the words JASCO JEENIE and with the large 
word JEENIE on the clasp of the turban (Exhibits 1-5); during the years 
1954, 1955 and 1956 plaintiff used a greatly enlarged figure of the JEENIE 
in conjunction with the words JASCO JEENIE in connection with displays 
of plaintiff’s product in the annual “Do It Yourself Shows” (in the first 
of these shows an estimated 180,000 people attended the exposition)— 
plaintiff’s Exhibit 51; in the months of May, June and July of 1955 the 
JEENIE trademark was expanded in plaintiff's magazine advertising in 
Sunset magazine (Plaintiff's Exhibit 16); commencing about June, 1956; 
plaintiff commenced to use a point-of-sale display card adapted to be 
attached to plaintiff’s products on store shelves which featured an ex- 
panded or enlarged JEENIE trade character in conjunction with the words 
JASCO JEENIE (Plaintiff’s Exhibits 17 and 42); at approximately the same 
time plaintiff employed an enlarged JEENIE figure in conjunction with the 
name JEENIE in a window display label or banner for the plaintiff’s paint 
remover product (plaintiff’s Exhibit 19). In about March, 1959 plaintiff 
modified his Miracle Cleaner label by using an enlarged JEENIE trade 
eharacter figure and prominently featuring the plaintiff’s word trademark 
JEENIE on the bottle label in conjunction with plaintiff’s mark Jasco and 
in conjunction with the words “Miracle Cleaner”. 

32. The modification by plaintiff of his Miracle Cleaner label in 
March, 1959, as aforesaid, constituted a legal and proper use of his own 
trademark, and was in line with prior modifications and enlargements by 
plaintiff of his JEENIE trademark as described in the preceding paragraph 
hereof. 

33. The pleadings establish, both parties have agreed, and this Court 
finds, that there is likelihood, if not certainty, of confusion in the con- 
eurrent use of defendant’s Colgate GENIE label (Plaintiff’s Exhibit 60) 
and plaintiffs Miracle Cleaner label (Plaintiff’s Exhibit 43). The parties 
eoneede, and this Court concurs in, the fact that the only confusing 
similarity between plaintiff’s Exhibit 60 (bottle of Colgate GENIE and 
defendant’s Exhibit BJ (Plaintiff’s Miracle Cleaner label) resides in the 
use of the predominantly featured words GENIE and JEENIE. The probability 
of confusion between these same exhibits is heightened by the fact that 
there is an inseparable word-figure association between either of the word 
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marks JEENIE or GENIE with either of the similar trade characters used by 


the parties. 
34. The probabilities of confusion are equally as great in comparing 


certain other advertising or promotional materials of plaintiff with Col- 


gvate’s advertising and Colgate’s GENIE produet. A comparison between 
plaintiff's Exhibits 1-5 (shipping cartons), Exhibit 42 (point-of-sale dis- 


play card) and Exhibit 18 (photograph of JEENIE floor display) with 
plaintiff’s Exhibit 60 (Colgate’s GENIE bottle) is illustrative of this finding. 


+ 


9. Apart from the probability of customer confusion as to source 


3 
and origin of goods as between the plaintiff’s and defendant’s products in 
view of the foregoing findings, plaintiff has been damaged or is likely to 
be damaged in his business in any one or all of the below specified ways 
as a direct cause of defendant’s subsequent entry into plaintiff's marketing 


area with its widely advertised GENIE all-purpose detergent product; 


1. It would not be commercially feasible from plaintiff’s stand- 
point to advertise plaintiff’s JEENIE trademarked products through the 
media of either television or radio because Colgate has preempted 
the field of television advertising featuring the word GENIE and 
phonetic equivalents thereof, and/or featuring the GENIg trade charac 
ter and the visual equivalents thereof. 


2. Plaintiff’s retail customers have refused to use plaintiff’s 
point-of-sale displays and floor displays featuring said JEENIE trade- 
mark (as exemplified by plaintiff’s Exhibits 43 and 51) because of 
the probability of confusion with the widely advertised GENIE product 
of defendant. 


3. Plaintiff is effectively denied the right to use the slogan 
original with plaintiff JEENIE CAN po or its phonetie equivalent GENIE 
CAN pO so predominantly featured by Colgate in its advertising cam- 
paign. 


4. Plaintiff has been effectively denied the right and opportunity 
to enlarge or expand the use of his JEENTE trademark because of the 
probability of customer confusion with the widely advertised Colgate 
GENIE product. 


5. Paint and hardware retail outlets are most reluctant to try 
and sell a trademarked product also sold in supermarkets and hard- 
ware stores because of the differential in profit mark-up. Plaintiff 
has encountered, and will likely continue to encounter, resistance 
of paint and hardware store dealers to take on his line of products. 
Also, plaintiff already has been notified by his largest distributor, 
W. P. Fuller and Co., that if it observes a substantial decline in sales 
of plaintiff's products, W. P. Fuller and Co., as presently advised, 
would attribute such decline to the reluctance of retail paint and 
hardware store dealers to carry plaintiff’s JEENIE trademarked prod- 
uct that might be confusing with the widely advertised Colgate GENIE 
mark carried in supermarkets and grocery stores. 


6. The identity of plaintiff and his line of products insofar as 
they are signified by the JEENIE trademark threatens to be submerged 
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and obliterated due to the overwhelming advertising of the Colgate 
GENIE product. 

7. Plaintiff would be forestalled from potential expansion of his 
JEENIE trademark line of products into grocery stores and super- 
markets which is a much larger potential market than paint and 
hardware stores to which plaintifft’s distribution is now primarily 
confined or directed. 


CONCLUSIONS OF LAW 


I. This Court has jurisdiction by virtue of the provisions of Title 15, 
U.S.C. (Lanham Act), by virtue of the provisions of Title 28, U.S.C., 
Sections 1338a and 1338b, and also by virtue of the provisions of Title 28, 
U.S.C., Section 1332, the parties hereto being citizens of different states 
and the amount in controversy exceeding Ten Thousand Dollars ($10,- 
000.00) exclusive of interest and costs. 


I]. Plaintiff is the owner of the trademark consisting of the JEENIE 
trade character and the name JEENIE as applied to home maintenance 
cleaning products and within the marketing area comprising the states of 
California, Nevada, Oregon, Washington, Idaho, Montana, Wyoming, 
Colorado, Utah, New Mexico, Arizona, Texas, Hawaii and Alaska. 


III. Plaintiff is the owner of United States trademark Registration 
No. 634,266 together with all rights of action pertaining thereto, and said 
registration is valid in law and equity and is in full force and effect. 


IV. Neither defendant’s purchase of the Crown Chemical Company 
trademark Registration No. 422,766, nor defendant’s acquisition of its 
trademark Registration No. 652,526, nor defendant’s token sale of the dry 
detergent GENIE product in 1956 (2 years after plaintiff’s adoption and 
use) created trademark rights in defendant which pre-empted plaintiff’s 
rights in the JEENIE trademark in plaintiff’s marketing area. 


V. The defendant’s GENIE all purpose household liquid detergent 
cleaning product is of the same or similar property characteristics of 
plaintiff’s specialized line of home maintenance cleaning products. 


VI. Defendant’s GENIE all purpose household liquid detergent clean- 
ing products which are sold primarily, although not exclusively, through 
rrocery stores and supermarkets to the ultimate consumer (a householder) 
is competitive with plaintiff’s specialized line of JEENIE trademarked clean- 
ing products which are sold primarily, although not exclusively, through 
paint and hardware stores to the same class of ultimate consumer (house- 


holders). 


VII. Defendant’s GENIE mark and defendant’s genie trade-character 
are confusingly similar to plaintiff’s JEENTE mark and genie trade-character 
when used concurrently in connection with the cleaning product sold to 
householders in the same marketing area. 
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VIII. Defendant has infringed plaintiff’s registered trademark, and 
defendant has been guilty of unfair competition with plaintiff, by virtue 
of defendant’s advertising, promotion and sale of defendant’s GENIE house- 
hold detergent product in plaintiff’s marketing area. 


IX. Plaintiff has not been guilty of inequitable conduct or unclean 
hands such as to bar plaintiff from seeking equitable relief in this action. 


X. Plaintiff has been damaged due to the infringing acts and unfair 
competition of defendant as aforesaid, and plaintiff is threatened with 
irreparable injury to his business and the good will of his business and his 
JEENIE trademark appurtenant to said business such as to warrant inter- 
vention of equity by way of injunctive relief and other relief as herein 


provided. 


XI. Plaintiff is entitled to an appropriate injunction enjoining and 
restraining defendant from further acts of trademark infringement and 


unfair competition. 


XII. Equitable intervention to enjoin defendant’s further adver- 
tising, promotion, or sale of the Colgate-Palmolive GENIE product is nee- 
essary to protect the public from confusion, mistake or deception as to 


source or origin of the JEENIE and/or GENIE products. 


XIII. Pursuant to the provisions of 15 U.S.C. 1119, plaintiff is en 
titled to an order declaring: 


1) That he has the right to register the word-character JEENIE, 
and/or Jeenie trade-character for detergents in Class 52 pursuant to ap- 
plications for registration now pending before the U.S. Patent Office as 
Serial No. 58,835 and Serial No. 58,836, or new applications filed in leu 
thereof or addition thereto by plaintiff ; 


(2) That the Crown Chemical Company Registration No. 422,766 shall 
be canceled in part to restrict same to territories outside of the eleven (11 
Western States, Alaska, Texas and Hawaii: 


3) That the Colgate-Palmolive Company Registration No. 652.526 
shall be canceled in part to restrict same to territories outside of the eleven 
(11) Western States, Alaska, Texas and Hawaii; 

(4) That the court order which is entered in accordance herewith may 
be certified to the Commissioner of Patents who shall make appropriate 
entry upon the records of the Patent Office thereof, and shall be controlled 
thereby. 


XIV. Defendant shall take nothing by reason of its counterclaim 


XV. Plaintiff is entitled to costs of suit. 
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A. SMITH BOWMAN DISTILLERY, INC. v. SCHENLEY DISTILLERS, INC. 
No. 2199—D. C., D. Del. — July 31, 1961 —130 USPQ 327 


500.6—COURTS—JURISDICTION 

Where same acts are alleged to constitute unfair competition as well as trade 
mark infringement, jurisdiction of unfair competition aspect of the case is specifi- 
cally granted by 28 USCA §1338(b). 

700.22—EFFECT OF REGISTRATION—EVIDENCE 
Registration after an inter partes proceeding creates a prima facie case of 
n-infringement for the registered mark; however, the court is not bound by the 
finding and may consider anew the issue of confusing similarity. A fortiori, an 
ex parte proceeding does not preclude the court from reconsidering this issue. 
500.11—COURTS—BASIS OF RELIEF—IN GENERAL 

Although only four cases of defendant’s bourbon have been sold, this is 
sufficient to satisfy the statute, for Congress intended to regulate all it could. 15 
USCA §1114, 15 USCA $1127. 

500.18S—COURTS—BASIS OF RELIEF—CONFUSING SIMILARITY 

Lack of proof of actual customer confusion is immaterial, for it is sufficient 
for granting relief if potential or likelihood of « fusion is shown. 

The test for confusing similarity involving a “discriminating purchaser,” not 
merely an “ordinary purchaser” using “ordinary care,” is rejected as inappropriate 
for this case involving goods which, when viewed in the spectrum of all consumer 
goods, do not involve such a large capital outlay that an extraordinary degree of 
care should be expected of its purchasers, 

500.39—COURTS—BASIS OF RELIEF—SIMILARITY OF GOODS 

The degree of similarity necessary to support a finding of infringement is less 
in a case involving virtually identical goods, as here, than in the case of dissimilar, 
non-competing products. 

While it is unnecessary to establish intent to infringe, one element to consider 
in determining confusing similarity is whether there is any “conscious imitation.” 

500.74—COURTS—PLEADING AND PRACTICE—EVIDENCE 

A course of conduct showing the attempt to register six marks, each with some 
substantial similarity to plaintiff’s VIRGINIA GENTLEMAN, over a period of less than 

which time plaintiff could not supply the growing demand for its 


two years, durin; 


ing 
product, reveals an attempt to come as close as possible to a mark with a high 
degree of established good will. 
500.21—COURTS—BASIS OF RELIEF—DOMINANT FEATURES 
There are physical similarities between the marks, VIRGINIA GENTLEMAN used by 
plaintiff, and defendant’s INDIANA GENTLEMAN and AMERICAN GENTLEMAN, in that 
the marks are multi-word marks with a single common word and are used on like 
products. 
500.18—COURTS—BASIS OF RELIEF—CONFUSING SIMILARITY 
That there are obvious differences to the eye and ear when the marks are com- 
pared side-by-side is not controlling. This is particularly true in the case of alcoholic 
beverage marks due to the nature of the point of sale, i.e. at bars and clubs where 
frequently the purchaser would not see any bottles or labels, and where the customer 
might become confused between the several brands of the same product when he 
ean recall the one he wants only as a “gentleman” from some place. 
Basic rule in deciding similarity of multi-word marks is that they are to be 
viewed as a whole without “break[ing] the fagot stick by stick.” 
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600.2—CONFUSING SIMILARITY—CONFUSINGLY SIMILAR MARKS 
The Court, considering each as a whole, concludes there is confusing similarity 
between VIRGINIA GENTLEMAN, INDIANA GENTLEMAN and AMERICAN GENTLEMAN, all 
three for alcoholic beverages. 
500.11—COURTS—BASIS OF RELIEF—IN GENERAL 
Because of basic policy reasons behind the Lanham Act, the circumstances 
indicating conscious imitation, and various aspects of similarity in the marks, plain- 
tiff is entitled to relief, and the public is entitled to protection from a situation 
where there is a likelihood that similar names on similar products would lead to 
their confusion. 
500.51—COURTS—SCOPE OF RELIEF—IN GENERAL 
Plaintiff having shown no actual damage from defendant’s use of INDIANA 
GENTLEMAN and AMERICAN GENTLEMAN, no remedy beyond injunction and cancella- 
tion prayed for is appropriate. 


H. James Conaway, Jr. Esq. (Morford, Young & Conaway) of Wilmington, 
Delaware and Henry B. Weaver, Esq., Quinn O’Connell, Esq., and 
Hershel Shanks, Esq. (Weaver & Glassie) of Washington, D.C., for 
plaintiff. 

Aaron Finger, Esq. (Richards, Layton & Finger) of Wilmington, Delaware, 
and Milton B. Seasonwein, Esq., of New York, N. Y., for defendant. 


Plaintiff, who owns the registered trademark, VIRGINIA GENTLEMAN, 
has used it since 1937 on its four-year-old, 90-proof bourbon whiskey. It 
brought this action alleging defendant’s use on a similar product of the 
marks INDIANA GENTLEMAN and AMERICAN GENTLEMAN constituted infringe- 
ment under 15 USC §1114,' and unfair competition. Plaintiff seeks an 
injunction against the continued use of these marks* and cancellation of 
defendant’s marks.’ Jurisdiction rests on the grant of 15 USC §1121 
without regard to diversity or jurisdictional amount.* Because of the 
ad hoc nature of this type of case, precedents are of less than normal 
value and a careful review of the relevant facts in the instant case is 
necessary.” ° 





1 15 USCA $1114: 

“(1) Any person who shall, in commerce (a) use... any... colorable imitation 
of any registered mark in connection with the sale... of any goods... in connection 
with which such use is likely to cause confusion or mistake or to deceive purchasers as 
to the source of origin of such goods... shall be liable in a civil action by the regis- 
trant for any or all of the remedies hereinafter provided .. .” 

2. 15 USCA § 1116 authorizes injunctive relief to protect the rights of registered 
trademark owners. 

3. 15 USCA §1119 empowers the district courts in any action involving a reg- 
istered mark to cancel a mark found by them not to be entitled to registration. 

4. Since the same acts are alleged to constitute unfair competition, jurisdiction of 
that aspect of the case is specifically granted by 28 USCA § 1338(b). See Old Charter 
Distillery Co. v. Continental Distilling Corp., D.C. Del., 174 F. Supp. 312, 314 (49 TMR 
941). 

5. See Old Charter Distillery Co. v. Continental Distilling Corp., supra, note 4, at 
315 (49 TMR 941); Telechron, Inc. v. Telicon Corp., D.C. Del., 97 F. Supp. 131, 150-51 
(41 TMR 418), aff’d, 198 F.2d 903 (42 TMR 832); D. J. Bielzoff Prods. Co. v. White 
Horse Distillers, Ltd., CCPA, 107 F.2d 586. 

da. Plaintiff originally moved for summary judgment which was denied. D.C. Del., 
190 F. Supp. 586. The case was then tried to the court with live witnesses, the utiliza- 
tion of depositions, exhibits and proceedings in the Patent Office. 
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The Bowman family began distilling bourbon on their Virginia farm 
in 1935, having selected the name VIRGINIA GENTLEMAN in an informal 
family council. This mark was registered in 1937° and republished in 
1957. Their bourbon has been in high demand almost from its commercial 
inception, and in 1943, because of war production requirements, plaintiff 
found it necessary to begin rationing the supply to its customers.’ After 
the war-time restrictions were removed, plaintiff still did not produce 
enough of its bourbon to satisfy the demand so the rationing system was 
continued and is still in effect, with many customers having their in- 
ventories compl Lely deplet d before their next shipment arrives. Although 
plaintiff’s capacity was increased by 50% in 1959, the required four year 
aging process has not yet permitted any of this extra production to be 
marketed.® 

The continuing high demand for plaintiff's product is somewhat sur- 
prising in view of its advertising practices; for while its annual expendi- 
ture in advertising is substantial,” compared to the general industry practice 
it is almost an insignificant sum.’ 

In building up VIRGINIA GENTLEMAN’s good will, plaintiff claims to 
have relied on the premise that “the quality of VIRGINIA GENTLEMAN is its 
own best advertisement”; word-of-mouth recommendation by satisfied 
customers; and the social prestige attached to a searee, carefully produced, 
discreetly advertised product. The success of this policy is evidenced by 
the growing demand for the product and the rather frequent gratuitous 
mention of VIRGINIA GENTLEMAN in newspaper columns, national magazines, 


and contemporary novels.” 


0. I M. ! . N a all | Rene ] Janu ry i+ 1957 
7. The bull f aintiif’s sales is centered ie Marvyland-Virginia-District of 
bia are: ! lrrounding states, Plaintiff sell irectly to the state “mon ypolies” 


of Virginia, West Virginia, Pennsylvania, North Carolina, Alabama, Ohio, and Mont 
: nty, T= — +1. v} , tr uto! r resale to retailers in 
the “open” states. The quere posed in note 5 of A. Smith Bowman & Sons, Inc, v. 


Schenley Distillers, Ine., D.C. Del., 190 F. supp. oS6, at p- DSS, is not pres nt for 
8. Further pal n is apparently planne n the near future. The family part 
! ip has orporated and sold to an independent corporation with plans 
levelopme | bers he Bo in il] Lintain substantial interests. 
9, Ineludir unts expended through a distributor, advertising expenses in 1959 
totalled $54,839.68 and $58,758.57 in 1958. Some of these ads also covered FAIRFAX 
COUNTY, plaintiff’s bottled-in-bond bourbon, but this brand accounts for only 10% of 
1 l sales. 
10. “[I]nstead of allocating $5 to $10 a case to advertising as most distillers do, 


the Bowmans get along on about 30 cents a case.”—quotes from Fortune Magazine 
J ly 1959 PA ! 


ll. The portions of these materials put in evidence by plaintiff, while dealing with 
ying levels of t ial leu, all apparently meant to present VIRGINIA GENTLEMAN 
s fashionable, curr jarg il of the authors, “in.” 

See, e.g., a hibits: “A Trip Through Sunset Hill Farm”; article from Fortune 
Magazine of July 159, “The Bo 1 Brothers Agreeable Business”: Novels “Zotz!” 
by Walter Kari 7 Caroline Hicks” by Walter Karig, pp. 69, 388-395; “Dead 
Drunk” by Geor; | by, p. 52 To l e We by Frank Norris, p. 300; portions 
of Foreign Ser e Journal of October 1959, pp. 24-25; unidentified newspaper column 
“Yours” by ertain Betty Beale; portion of Time Magazine of October 26, 1959, p. 


20; Book-of-the-Month Club News of September 1947 ; I rtion of the novel “Devil in 
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Defendant, one of the largest national distillers, in 1958 bottled and 
sold two cases of a seven-year-old, 86-proof bourbon labeled INDIANA 
GENTLEMAN and two eases of an identical product labeled AMERICAN 
GENTLEMAN. In 1959, these marks were registered without opposition.’? 
No further shipments have been made under these marks and no adver- 
tising of either brand has been done. Defendant admits it was aware of 
the VIRGINIA GENTLEMAN mark during this period, but claims no discussion 
of similarity between the marks took place at the time its two marks 
were selected. Defendant’s vice-president testified that the name INDIANA 
GENTLEMAN was “just hit upon’’—the first word to give a connotation of 
the state where the bourbon was produced and the second “to tone the 
thing up” and “designate quality.”” AMERICAN GENTLEMAN also was “just 
hit on” as a companion name without the localized connotation of course. 

Between November 1958 and April 1960, defendant also applied for 
registration of the marks THE VIRGINIAN, MR. VIRGINIA, VIRGINIA CITIZEN, 
and VIRGINIA SETTLER. The latter two marks have not yet been admitted 
to publication; MR. VIRGINIA is now subject to an opposition filed by plain- 
tiff ;*° and THE VIRGINIAN has been denied registration as confusingly sim- 
ilar to plaintiff's mark.'* Defendant’s vice-president testified that these 
marks were chosen as appropriate for use on the products of a Virginia 
distillery the company was then considering building. 

Plaintiff requested that defendant discontinue the use of the marks 
INDIANA GENTLEMAN and AMERICAN GENTLEMAN and agree to their ecancella- 
tion because of their similarity to plaintiff’s mark. Defendant refused and 
this suit was brought.'® 


LEAHY, Senior District Judge 


1. Under the statute, a finding of either actual product confusion or 
confusion as to the source of the product is sufficient to support a holding 
of infringement.'® Plaintiff claims both are proved in this suit. Even 


Bucks County” by Edmund Schiddel, pp. 351, 352, 355; portion of the novel “The Big 
Secret” by Merle Colby, pp. 181, 296; portion of The New Yorker of January 28, 1956, 
p. 20. 

12. Registration after an inter partes proceeding creates a prima facie case of 
non-infringement for the registered mark. See Aluminum Fabricating Co. vy. Season-All 
Window Corp., 2 Cir., 259 F.2d 314, 316 (49 TMR 78). However, a district court is 
not bound by the finding and may consider anew the facts In each ¢: to determine the 
issue of confusing similarity. See, e.g., Glenmore Distilleries Co. v. National Distiller 
Prods., 4 Cir., 101 F. 2d 479 (29 TMR 305). A fortiori, an ex parte proceeding does 
not preclude this court from reconsidering the issue of confusing similarity. 

13. Opposition No. 40,849, April 5, 1961. 

14. A. Smith Bowman g Sons, Inc. vy. Schenley Distillers, Inc., Opposition No. 
39,004, May 8, 1961. Defendant’s right to use or register these four names is not in 
issue in the instant case. 

15. Plaintiff is also currently seeking injunctive relief elsewhere against the use 
of the marks KENTUCKY GENTLEMAN and MARYLAND GENTLEMAN by two defendants 
wholly unrelated to defendant Schenley here. A. Smith Bowman & Sons, Inc. v. Barton 
Distilling Co., CA No. 3644-59, D.C.D.C. (KENTUCKY GENTLEMAN - A. Smith Bowman 
§ Sons, Inc. v. Montebello Liquors, Inc., CA No, 12,800, D.C. Md. (MARYLAND GENTLE- 
MAN). ; 

16. 15 USCA § 1114. 
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though only four cases of defendant’s bourbon have been sold, this would 
seem to be enough to salisi\ the stat ite, for Congress here intended to 
regulate all it constitutionally could.'' It is immaterial there is no proof 
of customer confusion actually having occurred in either manner, for the 
statute reaches the situation where only a potential or likelihood of con- 
fusion is shown.'® The lack of any ineluctable rule to test infringing 
similarity leaves a trial Judge somewhat adrift since “the degree of sim- 
ilarity necessary to constitute infringement is incapable of exact defini 
tion... All that courts... can do is to say that ho trader can adopt 
a trademark, so resembling that of another trader, as that ordinary pur 
chasers, buying with ordinary caution, are likely to be misled.” Another 
guideline suggested is that “we are in a field where the tendency of the 
law has been in the direciion of eniorcing increasingly higher standards 


} 


of fairness or commercial morality in the trade. The tendency still per 
sists.” °° Also, where, as in the instant case, the products to which the 
marks in question are applied are virtually identical, the degree of sim 
larity in the marks necessary to support a finding of intringemeit 1s 
less than in the case of dissimilar, non-competing products. 


2. While it is not necessary ior the plaintifi to establish the defen- 


dant’s intent to infringe in order to prevail here,?’* one element to be 
considered by the court in deciding whether marks are confusingly similar 
is whether there is any “conscious imitation” by defendant of plaintiff's 


mark,?* whereby defendant “poaches upon the commercial magnetism” of 


17. Comme - fine I es L \ erce 
y b \ oO I vo s Ib USCA Le 

18 1 chre Inc. v. Te Cor Dd. De] 7 EF. Supp. 131 j I 118 
aff’d, 198 F.2d 9 rMR 832 ( i, D ie v. ¢ bD q 
Corp., E.D. Pa., 23 F. Supp. 705 (28 TMR 410), aff’d, 106 F.2d 486 (29 TMR 407 
cert. denied, 309 U.S. 662 

19. McLean v. Fleming, 96 U.S. 240, 251; e 1 Nims, I r Compe n «& 

Trade marks, § 221(b tth ed. 1947). The higher standard oO] are eX] ted r pul 
inating purch: r’ and not erely an “ordinary ] ; 
6.2... Automatu klectric, Inc, v. North I ctric Ufa. Co., 6 ‘ Peo &O o6 J 4 \ le 
VIRGINIA GEN‘ N i ipa tively expensive f D . ( tively I | ( 
commodity when viewe In the spectru a nsu : i r purchased 
by the quart, pint, irink, 3 not 11 e such a large pita ; n « " 
ordinary degree of care sl | be ex] ed of its purchasers, 

20. Q-Tips, Inc. v. Johnson §- Johnson, 3 Cir., 206 F. 2d 144, 145 (44 TMR 39 
cert. denied, 346 U.S. S07 iting Il Aestatement, Tort 40). FT eecond 4 y 
has adopted a similar appro: ases. As Judge Swan s n Jlare F. kitchie, 
Ine. Vv. Chesebrough Pe , 4nc., o % » 251 f.2G 400 at 7398 290 TMR 207 at 1209 
‘The second-comer has the duty to so name and dre product as to ay kelj 
hood of consumers confusil t th the product f the first mer.” See a. #. 
Searle & Co. v. Chas. Pfizer ¢ Co., 7 Cir., 265 F.2d 385, 387 (49 TMit 832), t. d 
361 U.S. S19: American Chicie Co. V. Top} Cher g Gt . [ne , o tar... cue Laz 


563 (44 TMR 414 
21. See Nims, op. cit., supra te 19, at 221 


[ a 
21a. Williamson Candy Co. v. Ucanco Candy Co., D.C. Del., 3 F.2d 156, 159 ee 
also, 3 Callmann, Unfair Competition and Trademarks, 991-92 (2d ed. 19 


22. Harold F. Ritchie, Inc. vy. Chesebrough-Ponds, Inc., 2 Cir. 281 1] 5, 
758 (50 TMR 1207). In what seems to 1 ular er, tan this com 


considered the fact of consclous imitation’ evidence 
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plaintiff's symboi** or attempts to “bask in the reflected popularity” of 
plaintiff’s established good will.** Defendant’s denial here of any con- 
sideration of the similarity between its marks and plaintiff’s is effectively 
contradicted by the course of action it adopted. Its behavior pattern shows 
that over a period of less than two years it attempted to register six marks, 
each with some substantial similarity to VIRGINIA GENTLEMAN. During this 
time, plaintiff could not supply the growing demand for its product despite 
increased sales and production, while defendant’s marks had no established 
good will. Despite defendant’s ready explanation for the selection of these 
names, its course of conduct, considered as a whole, shows an attempt 
to come as close as possible to a mark with a high degree of established 
good will. A similar implication from a defendant’s conduct was made in 
Q)-Tips, Inc. v. Joh nson ad Joh nson, Inec.. 3 Cir. 206 F.2d 144 (44 TMR 39 Pp 
cert. denied, 346 U.S. 867, where a second-comer chose a name very similar 
to that of plaintiff’s well established product from a list of “dozens of 
names ... many of which [were| arbitrary, fanciful. and completely 


unlike anything suggested by the plaintiff’s product.” *° 


3. Of course, the mere attempt to register a mark similar to an estab- 
lished mark is not enough alone to show the similarity is confusing. There 
must also be actual physical similarities between the names. Many multi- 
word marks with a single common word have been held confusingly similar 
when used on like products. For example, DIXIANA and DIXIE DEW were 
held confusingly similar to DIXIE BEAU and DIXIE BELLE when all were to 
be used on alcoholic beverages.*° WHITE HORSE and BLACK IiORSE by RED 
and FOUR ROSES by MARYLAND 


HORSE ;*7 OLD CHARTER by CHARTER OAK ;*° 
ROSE. ”® 


4. Besides the mere repetition of the common word GENTLEMAN, the 
marks in question also have a distinct similarity in that the varying word 
in each mark is a geographic modification of the common word. This dual 
relationship distinguishes this case from those cases without a double sim 





based its findings of “conscious imitation” on the similarity in the names. See Miles 
Laboratories, Inc. v. Frolich, 8.D, Cal., 130 USPQ 18, 25. 

23. Mishawaka Rubber §& Woolen Mfg. Co. v. S. S. Kresge Co., 315 U.S. 203, 205 
(32 TMR 254). 

24. Q-Tips, Inc. v. Johnson g& Johnson, 3 Cir., 206 F.2d 144, 147 (44 TMR 39), 
cert. denied, 346 U.S. 867. “The wrong is clearest where there has actually been a 
trading on another’s good will.” Flintkote Co. v. Tizer, 3 Cir., 266 F.2d 849, 850 (49 
TMR 1179); see Frankfort Distilleries, Inc. v. Kasko Distillers Prods. Corp., CCPA, 
111 F.2d 481 (30 TMR 339). 

25. <A similar implication of an intent to take a “free ride” on the popularity of 
an established product was made on similar facts in G. D. Searle g Co. vy. Chas. Pfizer 
§ Co., 7 Cir., 265 F.2d 385 (49 TMR 832), cert. denied, 361 U.S. 819. 

26. Century Distilling Co. v. Continental Distilling Co., 3 Cir., 205 F.2d 140 (29 
TMR 457), cert. denied, 346 U.S. 900. 

27. D. J. Bielzoff Prods. Co. v. White Horse Distillers, CCPA, 107 F.2d 583. 

28. Old Charter Distillery Co. v. Continental Distilling Corp., D.C. Del., 174 F 
Supp. 312 (49 TMR 941). 

29. Frankfort Distilleries, Inc. v. Kasko Distillers Prods. Corp., CCPA, 111 F.2d 
481 (30 TMR 339). The court there distinguished its prior finding that MELROSE did 
not infringe FOUR ROSES by the fact that the former was all one word. 
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ilarity like Nehi Corp. v. Mission Dry Corp., D.C. Del., 117 F. Supp. 116 
(44 TMR 497), aff'd per curiam, 213 F.2d 950 (44 TMR 1160), where this 
court held ROYAL CROWN was not infringed by ROYAL PUNCH. There, too, 
the marks were not being used on identical products. 

While there are obvious differences to the eye and ear between the 
marks in question when they are placed side-by-side, this is not the way 
they will confront the potential purchaser in the average case and this is 
not the context in which their similarity must be judged.*! In fact, it has 
been held that in the case of alcoholic beverages, the degree of similarity 
need not be as high as usual since the likelihood of confusion is greater 
because drinks are frequently purchased at bars and clubs without the 
purchaser seeing any bottles or labels.** In such a case, it seems par 
ticularly likely that a customer might become confused between several 
brands of the same product when he can recall the one he wants only as 
a “gentleman” from some place. The defendant argues against confusion 
in such a case because the names in question would call up different 
“word pictures” to purchasers, 1.¢., VIRGINIA GENTLEMAN implies “the magic 
of the fox hunt, the manor house . . . and other associations of social 
distinction, leisure, and genteel, cultivated living,’ while INDIANA GENTLE 
MAN reminds one of “the river bottom and its cornfield; of James Whitcomb 
Riley, and ‘the frost is on the punkin’, .. . Booth Tarkington and ‘The 
Gentleman from Indiana.” ** However, if purchasers are likely to confuse 
the two marks, it is improbable that they will nevertheless be able to 
distinguish between their respective connotations. 


5. The basic rule in deciding the similarity of multi-word marks is 
that they are to be viewed as a whole without “break/ing| the fagot stick 
by stick.” ** Because it has been concluded that there is confusing sim 
ilarity between the three marks before this Court considering each as a 
whole, it is unnecessary to analyze them by the exception to this rule 
which calls for isolation and comparision of the “dominant” word in each 
mark.*®® Plaintiff’s evidence and argument that GENTLEMAN is the dominant 
word in its mark, however, does go to the establishment of the product’s 
good will and to the basic point that the marks are confusingly similar. 
For example, the evidence that a substantial number of plaintiff’s pur- 
chasers refer to its bourbon merely as GENTLEMAN (the practice is wide- 


30. In National Cranberry Ass’n vy. Ingling, CCPA, 234 F.2d 877 (46 TMR 1400 
the marks OCEAN SPRAY and SEA SPRAY did have this double similarity, but there the 
marks were used on very dissimilar products and were held not infringing. 

31. Telechron, Inc. vy. Telicon Corp., D.C. Del., 97 F. Supp. 131, 142 (41 TMR 
418). aff’d, 198 F.2d 903 (42 TMR 832). 

32. Old Charter Distillery Co. y. Continental Distilling Corp., D.C. Del., 174 F. 
Supp. 312 (49 TMR 941). 

33. Defendant’s Trial Brief, p. 16. 

34. Joseph Schlitz Brewing Co. v. Houston Ice & Brewing Co., 250 U.S. 28, 29 (9 
TMR 279). 

35. See, e.g., West Disinfecting Co. v. Lan-O-Sheen Co., CCPA, 163 F.2d 566 (37 
TMR 659). 
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spread enough in at least the District of Columbia area to allow news- 
paper columnists to refer to it as such) shows that the introduction of 
other geographically modified GENTLEMEN bourbons would be extremely 
likely to cause confusion among such customers. 

The obvious likelihood that such similar marks might also lead to 
a “confusion of source” need not be considered here because of the finding 
of a likelihood of confusion between the products themselves. The “family” 
appearance of the trio of marks, though, does tend to suggest a common 


origin®® and lends support to the ultimate finding of infringing similarity. 


6. Upon consideration of the basic policy reasons behind the Lanham 


Act, the circumstances indicating conscious imitation, and the various 


aspects of similarity in the marks, it is clear that the plaintiff here is 
entitled to relief. The owner of a registered mark to which an estab- 
lished good will attaches is entitled to protection from the likelihood 
that a product with a similar name might grab a free ride on this good 
will. The purchasing public is entitled to protection from a situation where 
it is likely that similar names on similar products would lead to their 
confusion. The “second-comer” bears a “duty to so name and dress his 
product as to avoid all likelihood of consumers confusing it with the 
product of the first-comer.” 

Plaintiff has as yet shown no actual damage from defendant’s use of 
the marks in question; therefore, no remedy beyond the injunction and 
eancellation prayed for is appropriate*> at this time. Beeause of the 
disposition of the trademark infringement issue, it is unnecessary to 
consider the concurrent claim of unfair competition.*® The relief requested 
may be granted on the basis of the infringement claim. 

An appropriate order may be submitted. 


oe 


36. Century Distilling Co. v. Continental Distilling Co., 3 Cir., 205 F.2d 140 (29 
TMR 457 , cert. denied, 346 U.S. 900; lia son Candy Co. v. Ucaneco Candy Co., V.C. 
‘ 1 


Del., 3 F.2d 156; D. J. Biclzoff Prods. Co. vy. White Horse Distillers, CCPA, 107 F.2d 


Sis Harold Fr. Ritchie, Ine. V. Chesebrough Pond’s, Inc., 9 Cir., OS] F.2d 755. 758 

TMR 1207). 

38. Q-Tips, Inc. v. Johnson § Johnson, 3 Cir., 206 F.2d 144 (44 TMR 39), cert. 
lenied, 346 U.S. 867. 

39. Harold F. Ritchie, Inc. v. Chesebrough-Pond’s, Inc., 2 Cir., 281 F.2d 755, 762 

TMR 1207 
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a 


THE DUROX COMPANY v. DURON PAINT MANUFACTURING 
COMPANY, INC. 


No. 12326—D. C., D. Md. — May 5, 1961 —129 USPQ 180 


500.6—COURTS—JURISDICTION 
Plaintiff by filing suit against defendant thereby waives any right to object to 


the venue of any counterclaim, whether compulsory or permissive, interposed by 


Action under 15 U.S.C. 1071 and 35 U.S.C. 146 by The Durox Com- 
pany v. Duron Paint Manufacturing Company, Inc., in which defendant 


counterclaims for trac 


1 


lemark infringement and unfair competition. Plaintiff 
moves to dismiss counterclaim. Motion denied 


See also 50 TMR 8] and a0 TMR 760 


Robert R. Bair and Venable, Baetjer & Howard, of Baltimore, Maryland, 
and Bruce B. Krost, of Cleveland, Ohio, for plaintiff. 

Richard W. Case, of Baltimore, M ryland, and Francis os Browne and 
Mead, Browne, Schuyler & Beveridge, of Washineton, D.C.. for de 


fendant 


THOMSEN, Chief Judea 


~~ 


Plaintiff has moved to dismiss defendant’s counterclaim on the grounds 


1) that venue requirements are not met and (2) lack of proper service 
of process on plaintiff. Defendant served its answer and counterclaim on 


plaintiff’s counsel of record herein, us contemplated by the Rules; the 


u 


only substantial point is lack of proper venue under 28 U.S.C.A. 1391(b) 
and (c),' which provides 


b) A eivil action wherein jurisdiction is not founded solely on 
diversity of citizenship may be brought only in the judicial district 
where all defendants reside, except as otherwise provided by law. 

‘(e) A eorporation may be sued in any judicial district in which 
it is incorporated or licensed to do business or is doing business, and 
such judicial district shall be regarded as the residence of such 


corporation for venue purposes.” 


Plaintiff is an Ohio corporation; defendant is a Maryland corpora- 


’ ’ 
; 


tion; each party has its principal place of business in the state of its 
incorporation. Plaintiff is the owner of DUREX, Registered Trademark No. 
209.366: defendant is the owner of DURON, Registered Trademark No 
581,794. 

On September 21, 1955, plaintiff filed in the United States Patent 


Office an application for the registration of the trademark pUROX on certain 


goods sold by plaintiff. The mark was published in the Official Gazette 


i¢ 


l. Plaintiff properly points out that venue cannot be founded upon 1391(a) since 
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for opposition, defendant opposed it, and the Trademark Trial and Appeal 
Board sustained the opposition and refused to register the mark, 125 USPQ 
934 (50 TMR 760). 

In this action, brought pursuant to 15 U.S.C.A. 1071 and 35 U.S.C.A. 
146, plaintiff seeks an order directing the registration of the trademark 
puROx. Confusing similarity and other usual issues in trade name actions 
are raised by the complaint. Defendant has counterclaimed for an in- 
junction against the use by plaintiff of “the notation DUROX or any other 
notation confusingly similar to defendant’s trademark and trade name 
pURON”’, and for other relief. The counterclaim alleges ownership of the 
registered trademark pURON, prior use of such trademark, and infringe- 
ment thereof by plaintiff “by virtue of the confusing similarity of the 
trademark puROX to defendant’s trademark pURON”. Unfair competition 
by plaintiff is also claimed on substantially the same grounds. 

It is true that 28 U.S.C.A. 1391(b) and (c), quoted above, would 
have prevented defendant from asserting its claims against plaintiff in 
an original action filed in this district. But the Supreme Court has held 
that a plaintiff by filing a suit against a defendant thereby waives any 
right to object to the venue of any counterclaim, whether compulsory or 
permissive, interposed by the defendant. General Electric Co. v. Marvel 
Rare Metals Co., 287 U.S. 430, 15 USPQ 266; 3 Moore’s Federal Practice, 
2d ed., paras. 13.16 and 13.22; 1A Barron and Holtzoff, Federal Practice 
and Procedure, Rules Ed., see. 395. 

Plaintiff herein contends that by filing in this court “a proceeding in 
the nature of an appeal from a decision of the Trademark Trial and 
Appeal Board, pursuant to statutory authority contained in 15 U.S.C.A. 
1071 and 35 U.S.C.A. 145 * * * plaintiff did not waive and did not intend 
to waive the venue requirements applicable to Defendant’s Counterclaim”. 
It argues “that Congress, by providing a statutory right of appeal in the 
district courts, intended to liberalize the alternative right of appeal before 
the United States Court of Customs and Patent Appeals.” 

Plaintiff has cited no authority which justifies making this case an 
exception to the rule stated in General Electric v. Marvel Rare Metals Co., 
and universally followed since. Plaintiff’s contention that it had no choice 
of forum is without merit. It had a greater choice than usual, because in 
addition to the right to file suit in any of the districts permitted by sec. 
391(c), it could have taken an appeal to the Court of Customs and Patent 
Appeals. 

It is obvious that the issues raised by the original claim and by the 
eounterclaim deal in large measure with the same facts and depend upon 
the same principles of law. It is in the interest of sound judicial admin- 


istration that they be heard in the same case. 
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ORDER 
The motion to dismiss is hereby denied. 


SUPPLEMENTAL OPINION 

Plaintiff has moved, pursuant to the provisions of 28 U.S.C.A. 1292(b 
that this court include in any order denying its motion to dismiss de- 
fendant’s counterclaim a statement to the effect that this court is of the 
opinion that the order involves a controlling question of law, as to which 
there is substantial ground for difference of opinion and that an imme- 
diate appeal from the order may materially advance the ultimate termi- 
nation of the litigation, so that plaintiff may take an immediate appeal. 

I decline to include such a provision in the order, both because I 
do not feel there is substantial ground for difference of opinion on the 
question and because I do not believe that an immediate appeal from the 
order would materially advance the ultimate termination of the litigation. 
As stated in the opinion, the issues raised by the original claim and the 
counterclaim deal in large measure with the same facts and depend upon 


the same principles of law. 
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WALTERS v. SHARI MUSIC PUBLISHING CORPORATION et al. 
No. 119-246—D. C., S. D. N. Y.—April 13, 1961 —129 USPQ 145 


COURTS—JURISDICTION 


\\ e the complaint contained two claims, one for copyright infringement and 
se of confidential relationship, the doctrine of pendent jurisdiction 
obtain after the supporting federal claim is found to be wanting in 
I ly n the Irse Of tri and after considerable ju licial effort; 
“ e federal s been dismissed on pre-trial motion and there 
tantial commitment of federal judicial resources to the state claim, 
rt ild 1 pe ¢ s facilities for the trial of a case 
st its fe al character. Accordingly, motion to dismiss the action is 
1 ( lice pl T ght to institute appropriate state court 
28 U.S. S(b 


Action by Lionel Walters v. Shari Publishing Corporation et al. for 
breach of confidential relationship. Defendants move to dismiss complaint. 
Motion granted 


see also 126 USPQ 268. 


Theodor R Ku plerman, of New York. N a for plaintiff. 
Ri sston, Hor a Brussel George b SS a Jr., and Edward Labaton of 


counsel) of New York, N.Y., for defendants. 


PALMIERI, District Judge. 
Defendants’ motion to dismiss this action is granted, not because this 


court lac] jurisdiction over the subject matter, of Harrington V. Mure, 


AS 
‘ 


186 F.Supp. 655, 126 USPQ 506 (S.D.N.Y. 1960), but because, assuming 


the existence of jurisdiction, the propriety of its exercise has not been 


tl ‘i 


demonstrated. 

Plaintiff's original complaint was framed as one for copyright in- 
fringement. Ilis amended complaint, filed with leave of court, purports 
claim for abuse of confidential relationship. It is con- 
ceeded that, on defendants’ motion for summary judgment, plaintiff’s claim 
for copyright infringement was dismissed on the merits,* that diversity 
‘itizenship is lacking, and that the only matter to be tried is the non- 
ential relationship claim. 


It is plaintiff’s claim that the doctrine of pendent jurisdiction enun- 


elated in Hurn v. Oursler. 289 U.S. 288. 17 USPQ 195 2a Tat, S67 


1933), subsequently embodied in 28 U.S.C. § 1358(b), and further elab- 
rated in a developing body of decisional law, see Nikanov v. Simon & 
Schuster, Inc., 246 F.2d 501, 504 n. 2. 114 USPQ 89, 91-92 (47 TMR 1263) 
2d Cir. 1957), shelters his state claim against dismissal. The doctrine 
of pendent jurisdiction permits a federal court to adjudicate a state 
elaim related to a pending federal cause of action. Although the pendent 


stute claim is not otherwise cognizable in a federal court, the retention of 


Editor’s Note: Dismissed by order, without further opinion, subsequent to 
opinion of Judge Dimock reported at 126 USPQ 268. 
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both claims serves the interests of judicial economy and convenience of 
the parties and is justified by the policy of avoiding piecemeal litigation. 
Thus, it is entirely proper for a federal court to proceed with the deter- 
mination of the state claim when, in the course of trial, and after the 
expenditure of considerable judicial effort, the supporting federal claim 
is found to be wanting in merit. See Jelechron, Inc. v. Parissi, 197 F.2d 
757, 762-63, 93 USPQ 492, 495-496 (2d Cir. 1952). However, there is a 
considerable difference between a federal claim which fails during trial 
and one which has been dismissed on pre-trial motion. In the latter 
situation—the one presented in this case—there has been no substantial 
commitment of federal judicial resources to the state claim at the time 
the federal claim is rejected. Since a federal court should not be eager 
to offer its facilities for the trial of a case which has lost its federal 
character, the appropriate course, as indicated by Judge Magruder in 
Strachmon v. Palmer, 177 F.2d 427. 433 (1st Cir. 1949), is to dismiss 
the action without prejudice. See 73 Harv. L. Rev. 138, 141-44 (1959). 
For “the dog would be wagged by his tail if plenary trial of an ancillary 
claim was compelled by a primary claim which |was] disposed of [prior 
to trial].”” Hart & Wechsler, The Federal Courts and the Federal System 
808 (1953). See Bell v. Hood, 71 F.Supp. 813, 819-20 (S.D. Cal. 1947). 

Accordingly, the motion to dismiss this action is granted, but without 
eosts,! and without prejudice to plaintiff’s right to institute appropriate 
proceedings in the state court.? 

So ordered. 


l. See Fed. R. Civ. P. 54(d). In view of plaintiff’s apparent good faith in com 


mencing his action in this court, I have determined not to allow costs 
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BALL et al. v. UNITED ARTISTS CORPORATION et al. 


No. 3458 —N. Y. Sup. Ct., App. Div., Ist Dept. — April 25, 1961 
— 129 USPQ 192 


500.48—COURTS—BASIS OF RELIEF—TITLES 


One may not obtain a proprietary interest in a title or name merely by formu 


lating the same words from the English language and thereafter using it In con 
nection with an enterprise, how r, by reason of use with a particular business, the 
words may acquire special significance, known as “secondary meaning, become 


possessed of legally enforceable rights 


600.83—CON FUSING SIMILART1 Y—NOT CONFUSINGLY SIMILAR MARKS 


CHINA DO tr l or a ! b 
HINA DOLL (Defendants) for an mn | re film title 
Defendants’ motion picture do not compete wit plaintiff’s night club and 
ther activities, and there is nothing t ndicate that the defendants’ use of the title 
1 de ‘ nvol was fraudul 


Action by 7 homas Baill and Lee Mort nier v. { } ited Artists Corpora- 
tion and Loew’s Theatres, Inc., for unfair competition. Defendants appeal 
from order of New York Supreme Court, Special Term, New York County 


denying defendants’ motion for summary judgment. Reversed. 


Walter S. Beck, Albert F. Smith. and Philliy s, Nizer, Be njamin, Krim 
Ballon, of New York, N.Y., for appellants. 

Maurice Shire, Jonas Ellis, and Emil K. Ellis, ot New York, N.Y., for 
respondents. 


Before BoTEIN, Presiding Justice, and VALENTE, MCNALLY, EAGER, and 
BaAstTow, Justices 


EAGER, Justice. 

This is an appeal by defendants from an order entered December 28, 
1960, denying in all respects their motion for summary judgment dis- 
missing the complaint and for vacatur of notices of examination served 
by plaintiffs. 

The action is at law to recover money damages for alleged wrongful 
use by defendants of the title CHINA po. as the title of a motion picture 
released, distributed and shown by the There are two alleged causes 
of action, namely, the first, to recover for the alleged wrongful acts of 
defendant in having “unlawfully appropriated to their own use and pirated 
the said property of the plaintiffs” in said title. The theory of this caus 


is that plaintiffs have aequired and own a proprietary interest in the title 
CHINA DOLL in that they formulated the same in the year 1946; in that 
thereafter they have used and extensively advertised and exploited the 
same as the name for a night elub operation and as the title for revues; 
in that they have used the term in names of certain companies ineor- 
porated by them and in that the plaintiffs have licensed the use of such 
title by others for revues or theatrical or movie productions. 


The second alleged cause is grounded on the theory of unlawful com 


petition, the plaintiffs alleging that defendants with full knowledge of 
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the rights of the plaintiff, “have competed and are competing unfairly 
with the plaintiffs and have caused confusion and deception in the minds 
of the public in creating the impression that the motion picture CHINA DOLL 
is connected with and derived from the above stated endeavors of the 
plaintiffs in the entertainment field, and that plaintiffs are associated 
therewith.” 

The answers of the defendants deny all material allegations of the 
complaint, and included therein is an alleged affirmative defense, “that 
the title CHINA DOLL has been used as a title for numerous theatrical and 
literary works, * * both before and after the alleged use of the words 
CHINA DOLL by plaintifis as a name for a Chinese restaurant; that the 
words CHINA DOLL are descriptive words and have been used and were 
and are a common expression in use for many years long prior to the 
alleged use thereof by plaintiffs; and that * plaintiffs have no property 
right in and to the words or title CHINA DOLL and the same were and 
are in the public domain, and not susceptible of exclusive use or owner 
ship by plaintiffs.” 

The defendants, by material facts set up in their moving affidavit, 
establish prima facie that the action has no merit in that the expression 
CHINA DOLL Is a commonplace term or expression which has over the years 
been frequently used by divers persons as the title of literary works, 
plays and theatrical productions and in that the defendants’ motion picture, 
using the title, has not competed in any way with any use of the title by 
plaintiffs. 

Under the circumstances, where, as here, the defendants make a prima 
facie showing of lack of merit to the action, the plaintiffs were bound to 
come forward with proof of evidentiary facts showing that there is a bona 
fide issue requiring a trial. Shapiro v. Health Ins. Plan, 7 N.Y. 2d 56, 63; 
DiSabato v. Soffes, 9 App.Div.2d 297. Taking all the affidavits and proofs 
submitted, it is incumbent on the court to peruse the same to ascertain 
if there is here any real issue of fact for a trial. Sillman v. Twentieth 
bf ntury-Foxr Film Corp., 3 N.Y.2d 395, 404; DiSabato v. Soff s, supra, 
p. 300; Kremer v. Harris, 9 App.Div.2d 282. Lacking the appearance of 
a genuine and substantial issue of fact, the court may and should dispose 
of the matter upon the law, and direct judgment accordingly. Strasburger 
v. Rosenheim, 234 App.Div. 544, 547. 

In determining the primary question involved, namely, whether or not 
there is here a genuine issue for trial, we must not lose sight of the 
nature of this particular action and the theory of plaintiffs’ alleged causes. 
It is particularly important to note that the action is one brought at law 
by plaintiffs solely to recover damages for alleged wrongful acts of the 
defendants. Thus, inapplicable and of little help are the many decisions 
sustaining actions in equity for an injunction upon proof merely of a 
likelihood of deception in the use by a defendant of a name or title 
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formerly or also used by plaintiff. See, for example, Famous Seca Food 
House v. Skouras, 272 App.Div. 258, 73 USPQ 493 (37 TMR 497 

With respect to plaintiffs’ alleged first cause of action, it is to be 
noted that they claim, as set out in the affidavit of the plaintiff Lee 
Mortimer, that it “proceeds on the theory that the defendants had unlaw 
fully converted to their own use a title formulated and developed by 
plaintiffs”, and that “This cause of action is wholly independent of the 
‘secondary meaning’ element”. They do not, however, claim to hold a 
duly registered trademark or a copyright in any way embracing the title 
In fact, it appears without dispute that the particular term CHINA DOLL 
was not originated by plaintiffs... They were not the first to coin and 
create the term as a title for use in connection with the arts, or in the 


world of entertainment. Thus, t] 


ley cannot succeed on the theory that 
they acquired a property or exclusive rights in the title by reason of 
their alleged formulation and original development of the same in the 
year 1946. See, Beacon Magazines v. Popular Publications, 248 App.Div. 
204. 

As a matter of law, one may not obtain a proprietary interest in a 
title or name merely by formulating the same from words in the English 
language and thereafter using it in connection with an enterprise. “Despite 
a persistent belief that the first use of a specific name or description gives 
a power to such user to prevent its employment by others, it is important 
to find that no such doctrine exists.” Per Frank, J., in Avon Periodicals 
v. Ziff-Davis Pub. Co., 113 N.Y.Supp. 2d 737, 741, 93 USPQ 235, 237 
42 TMR 666), aff'd 282 App.Div. 200, 98 USPQ 37 (48 TMR 1157), 
eiting Federal Telephone d Radio Corp. v. Federal Television Corp.., 180 
F.2d 250, 84 USPQ 394, opinion by Learned Hand, C. J.; Brown & Bigelow 
v. Remembrance Advertising Products, 113 N.Y.S.2d 855, Wasservogel, 
O. R., mod. 279 App.Div. 410, 92 USPQ 443, affd. 304 N.Y. 909, 96 USPQ 
426 (42 TMR 312). 

Apart from its use in connection with a person, a title or name is 
the means of designating anything and everything of which one may 
speak, be it tangible or intangible. Disassociated with the subject thereof, 
whatever it may be, a title or name composed of ordinary words, cannot 
acquire the status of property So disassociated, it becomes merely words: 
and all words of our language are in the public domain. All who speak 


or write have an inherent right to use any and all words in the English 


1. The defendants show, without. contradiction, that the title CHINA DOLL was 
used f ra musical eomedy in two acts presented at the Maiestie Theatre in New York, 


in 1904; in the production of a stock play at the Civie Theatre at Fort Worth, Texas, 
n 1929; as the title of a story published in Street & Smith’s “Sport Story” Magazine 
in 1934: as the title of another story by Dorothy Dow, published in “All-Story Love 
Stories,” in 1984; as the title of a sketch presented in burlesque through the Izzy Hirst 


Cireuit in the years 1986, 1938, 1939 and 1940; as the title of a story published by 
Frederick Kumen, Jr. in the New York Daily News, in 1938; as the title of an article 


by Martha Sawyers in Colliers Magazine, published in 1946; as the title of a musical 
comedy in two acts copyrighted on May 28, 1952; and as the title of a stage spectacular 


in January, 1957, put on at the Southern California Exposition and Country Fair. 
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language or any combination thereof for any legitimate purpose. Thus, 
it was correctly said by a learned judge that “* * * We ean find no 
warrant in the books for considering a name, qua name, as property. 
No doubt ‘property’ is itself a conventional concept, but so are all legal 
concepts; this one has not as yet embraced names.” Learned Hand, J., 
in Mutual Life Ins. Co. v. Menin, 115 F.2d 975, 979. See also. Slater v. 
Slater, PD BX. 143 : Falk vy. Am. West Indies Trading C'o., 180 N.Y. 445. 

Concededly, however, words of common speech, including commonplace 
expressions, may, by reason of their use and association with particular 
goods or with a particular business or enterprise, acquire a special sig- 
nificance with the general public or a segment thereof, namely, they may 
become generally known and referred to as the title or name for such 
goods, business or enterprise. This special significance acquired by a title 
or name is denominated in law as a “secondary meaning” (see Nims on 
Unfair Competition and Trademarks, Fourth [Edition, Section 37); and 
where a title or name acquires a secondary meaning, the owner of the 
goods, business or enterprise labeled thereby, becomes possessed of legally 
enforceable rights. 

Where goods, or a business or enterprise, has a title or name well 
established in the public mind, the owner has definite rights and remedies 
against another who unfairly uses such title or name in his business 
and thereby deceives or confuses the public. In such cases, the latter is 
held accountable on the theory that he has engaged in unfair competition, 
rather than on the theory that he has converted or appropriated to his 
use the property of the former. See, American Law Institute “Restate 
ment of the Law Ol Torts. section TaD: United Drug Lo. V. Rectanus Coe.. 
248 U.S. 90, 97 9 TMR 1 - Klein v. Lawson not officially reported a 
N.Y.S.2d 152, affd. 269 App.Div. 935. The rights of the owner of the 

) goods, business or enterprise “are not founded on a bare title to a word 
or symbol but on a cause of action to prevent deception”. Du Pont Cello 
; phane Co. v. Waxed Products Co., 85 F.2d 75. 81. 30 USPQ 302, 308 
26 TMR 513). Thus, in Chadwick v. Covell, 151 Mass. 190, 193, Mr. Justice 
Holmes said: ““When the common law developed the doctrine of trademarks 
: and trade names, it was not creating a property in advertisements more 
absolute than it would have allowed the author of Paradise Lost; but the 
meaning was to prevent one man from palming off his goods as another’s, 
from getting another’s business or injuring his reputation by unfair means, 


and, perhaps, from defrauding the public. Indeed, the plaintiff would 


: 2. There is this nt in American Law Institute “Restatement of the Law on 
e lor See. 755 - e, The right to the use of a trademark or trade name 

self an independent object of property. The symbol is only a means of iden 
+ tifving goods, services or a busin associated with a particular commercial source, 
y ether known or anonymous (see Sections 715-716). * * * T] nterest in a trademark 
le or trade name is protected, then, not because of any quality in the mark itself, such 
i] LS entior t rit, | Vv as means of protecting the good will of the 
Tr source whi t I k symbolize The good will thus protected is earne by and 
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not claim an absolute property in the marks and names merely as such. 
She would not argue that she had a right to forbid their use for any 
purpose by others * ’ in connection with some entirely different class 
of eoods.”’ 

In view of the foregoing, it follows that, as a matter of law, plaintiffs 
have no cause of action on the theory that the defendants have “unlaw- 
fully converted to their own use the title CHINA DOLL” and such cause of 
action should be dismissed. See, further, Becker v. Locw’s, Inc., 133 F.2d 
889, 56 USPQ 455; Manners v. Triangle Film Corp., 247 F. 301 (8 TMR 
180): Underhill v. Schenck, 238 N.Y. 7, 19-22 (12 TMR 209). 

Clearly, liability on the part of the defendants here, if it exists, must 
rest on the theory that their acts have constituted unfair competition. 
In its general and common form, actionable unfair competition exists 
where there is a “palming off’, that is, where one person sells goods 
as goods of another or does business as the business of another. See 87 
C.J.S. “Trademarks, trade-names and unfair competition”, See. 14; Harvey 
Machine Co. v. Harvey Aluminum Corp., 9 Mise.2d 1078, 1080, 113 USPQ 
437, 488 (47 TMR 1004), appeal dismissed 4 App.Div.2d 1014. But, here, 
admittedly, the defendants have not been competing against the plaintiffs. 
The defendants and their motion picture have not in any way actually 
competed with plaintiffs’ night club, theatrical or other business activities.* 

Concededly, as plaintiff contends, the fact of nonecompetition is not 
decisive. A right of action on the theory of unfair competition is not 
limited to cases where the parties have been or are competing in the same 
market. “There is an area of unfair competition which does not consist 
of palming off, but of creating confusion.” Ronson Art Works v. Gibson 
Lighter Co., 3 App.Div.2d 227, 280, 112 USPQ 489, 491 (47 TMR 628). 
With or without actual competition between the parties, actionable unfair 
competition “may result from representations or conduct which deceive 
the public into believing that the business name, reputation or good will 
of one person is that of another.” White Studio v. Dreyfoos, 221 N.Y. 46, 49 
(7 TMR 458). 

In any event, the gist of the action for unfair competition is “eonfu- 
sion of the public and damage to the plaintiff”. Hotel Syracuse v. Motel 


‘ 


3. The plaintiffs’ business activities under the title or name CHINA DOLL have been 
limited chiefly to the operation in New York City until 1950 of a night club and 
Chinese restaurant and the operation, sponsoring or licensing under such name from 
1946 to 1957 of revues centered around dancing girls. Plaintiffs also claim that they 
licensed the use of a title to a stage production in New York City, but they do not 
show the nature of this production or that the defendants’ picture in any way competed 
with it. The fact is that the defendants’ picture CHINA DOLL released in December, 1950 
is entirely dissimilar in nature to plaintiffs’ uses of the title. The picture depicts the 
adventures of the United States Air Corps, generally known as the “Flying Tigers,” 
which operated in wartorn China in 1943. Their mission was the piloting of cargo air- 
craft over the “Himalayan Hump” between China and India. In addition to depicting 
the activities of the aviators and Japanese marauders, the picture also contained a love 
an affair between an American pilot and a Chinese girl, both of whom are killed 










storv ot 


by strafing attacks by Japanese planes, in a typical action-filled climax. 
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Syracuse, 283 App. Div. 182, 100 USPQ 200, aff’d, 309 N.Y. 831, 107 
USPQ 362. The gravamen of the action niawful business injury” 


Ronson Ari 


112 USPQ 489, 


Works v. 
191: Harvey 


Givsol 


1078, 1080, 113 USPQ 437, 4: 
App.Div.2d 1014. The basis of the 
or confusion of the public amo 
plaintifis. A right, « recovel ( a 
upon a showing that the d ii 
fraud upon the plaintiffs or uj 


been injured thereby. 


2d 227, 230, 


supra, 9 Mise.2d 


Co., supra, 3 App. Div. 


i 


ry 
Harvey Aluminum, 


17 TMR 1004), appeal dismissed 4 
tion at law is fraud, or deception 
ig to fraud, and resulting injury to 
£ 11) h an action exists only 
acts were nh as to amount to a 
publ nd that the plaintiffs have 


Seeking to support their action in accordance with the generally ae 
cepted principles, the plaintiffs allege that, by virtue of their use of the 
title CHINA DOLL, it had acquired a secondary meaning; and they further 
allege, as aforenoted, that by new se of the title, “the defendants have 
caused confusion and deception in the minds of the public in creating the 
impression that the motion picture CHINA DOLL is connected with and 

derived from the stated endeavors « he plaintiffs in the entertain- 
| ment field, and that plaintiffs : issociated therewith”; and that by rea 
son of their acts, “defenda caused substantial damages to the 
plaintiffs * * * ”. If these allegations are supportable by anything presented 
| here by the plaintiffs, a trial would b red, but, lacking any real 
issue with respect th , the complaint should be dismissed. 
| In the final analysis, the questi here 1 hether or not the plain 
tiffs have presented anything by \ of fact or detail tending to indicate 

. rh rese: j ' e decis 

lireeth | S We ( ( i) a Nat. ¢ ke Ce 122 App. 
) ‘| Lo lon I er for 
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that the acts of the defendants have tended to confuse or deceive the 
general public or a segment thereof; and the answer depends upon whether 
or not there existed a secondary meaning for the title CHINA DOLL as 
claimed by plaintiffs. Further, from plaintiffs’ standpoint, it must appear 
not only that a secondary meaning was one associated with this title, but 
also that the meaning continued to the date of the alleged use by the 
defendants of the title for their motion picture. See Note 23, A.L.R. 2d 
306 and cases cited. If a secondary meaning was non-existent at the time 
of the alleged wrongful acts of the defendants, the necessary element of 
“confusion and deception in the minds of the public’, alleged by plain- 


tiffs, would be lacking; and the plaintiffs would have no case. Becker v. 


Loew’s Inc., 133 F.2d 889, 56 USPQ 455; Manners v. Triangle Film Corp., 
247 F. 301 (8 TMR 180). 

It was, however, as aforenoted, the duty of the plaintiffs to come for- 
ward and show that there is an issue to be tried. “A shadowy semblance 
of an issue is not enough”. DiSabato v. Soffes, supra, p. 300. The mere 
conclusory averments in plaintiffs’ affidavit may not be accepted as show- 
ing an issue of fact. We have looked in vain to find anything evidentiary 
to indicate that, by reason of a secondary meaning for the title or other- 
wise, the defendants’ use of the same had a tendency at any time to confuse 
or deceive the public in New York City or elsewhere, or any segment 
thereof, into believing there was a connection between the plaintiffs’ 
activities and the defendants’ motion picture. There is nothing submitted 
to indicate that the defendants’ use of the title in connection with their 


5. These cases are particularly decisive here. In Becker v. Loew’s, Inc., the plain 


tiff was the owner of a copyrighted book entitled “We Who Are Young,” published 
in 1936, with virtually all sales thereof ceasing after 1937, and he sought relief against 
the production and showing by defendant of a motion picture under the same title, 
first shown in 1940. The court held that the acts of the defendant did not constitute 
unfair competition, stating (p. 893, 56 USPQ at 459), “‘A title must attain a secondary 
significance before any property rights in it can be protected (citing cases), and anyone 
may use a title, if there is no secondary significance, since the mere use of a substan 
tially similar title, if not used in such a manner as to induce the public to believe that 
the work to which it is applied is the identical thing which it, originally designated, 
does not constitute unfair competition (citing cases).’”’ The court further held in effect 
(p. 893, 56 USPQ at 459, 460) that a case on the theory of unfair competition was 
not made out in that there were no apparent grounds for confusion between the plain- 
tiff’s book containing, as it did, an economic discussion concerning a young couple’s 
struggle against adversity, and the defendant’s motion picture which depicted a romantic 
love story. 

In Manners v. Triangle Film Corp., it appeared that the plaintiff had written and 
produced at a few matinee performances, a one-act play entitled “Happiness,” and that 
he had later announced that he intended to write and produce a three-act play under 
the same title. The court held that he did not have such a right in the title as to entitle 
him to enjoin the use thereof as the title of a motion picture. The court noted generally 
that “There may, of course, be competition between a spoken play and a photoplay as 
to subject-matter. There may be unfair competition in the appropriation of the same 
title of a play, quite apart from the consideration of any property right. In that case, 
however, it would be necessary to show that the claimant had used the title so exten- 
sively as to give it a secondary signification.” With respect to plaintiff’s claim that 
he was entitled to protection because he had announced his intention to use the title 
in a three-act play to be written and produced by him, the court said, “His language is 
merely that of expectation which cannot create a right against the public.” 
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picture had deceived anyone or was fraudulent. On the other hand, it 
affirmatively appears that the plaintiffs’ actual use of the title, had ceased 
by the time the defendants’ picture was released. Furthermore, the de 
fendants’ activities in producing, releasing and showing a dramatic motion 
picture, depicting war episodes interwoven with a love story, differs so 
greatly from the plaintiffs’ activities that it is obvious that ordinarily no 
one would have reason to believe that there was a connection between 
the parties and their respective businesses or enterprises. 

The decisions, cited by plaintiffs, being rendered in equitable actions 


brought for an injunction, do not at all lend support to this action. Such 


actions are maintainable upon a showing of a likelihood of confusion, with 
a threat of injury to plaintiffs, but such a showing in this type of action, 
being one at law to recover damages, is not sufficient to raise an issue 
requiring a trial. For instance, Tiffany & Co. v. Tiffany Productions, Inc., 
147 Mise. 679 (23 TMR 1), affd. 237 App. Div. 801 (23 TMR 117), affd. 
262 N.Y. 482, especially relied upon by plaintiffs, was not an action at 
law but an action for an injunction brought by the well-known Tiffany 
jewelry store to restrain the use of the word TIFFANY by the producers of 
a motion picture film. In such case, as indicated in the opinion of Dore, 
J., at Special Term, there was the showing, lacking here, that the acts 
of the defendant “in fact did obtain, an unfair advantage for defendant 
from the good will created by plaintiff in the name”. And Philadelphia 
Storage Battery Co. v. Mindlin, 163 Mise. 52, was also an action for in 
junction, which was brought by a storage battery company against the 
use of its trade name PHILCO by defendant in connection with the sale 
of razor blades. There, the court granted a temporary injunction, findin: 


4 or) > 


that “confusion of source is inevitable in the present case but here, 
the plaintiffs offer nothing concrete tending to show that confusion has 
resulted from defendants’ use of the term CHINA DOLI 

In conclusion, it appears that there is no issue of fact here. As to the 
first cause of action, it is clear as a matter of law, that there was no mis 
appropriation by defendants of any property interest acquired or held 
by plaintiffs in the title CHINA DOLL. As to the second cause of action, it 
does not appear that there is here a genuine issue requiring a trial. There 
is nothing whatever by way of fact to show that defendants’ use of the 
title has resulted in confusion or deception whereby the plaintiffs have 
sustained an unlawful business injury. Therefore, it is coneluded that 
the defendants are entitled to summary judgment dismissing the com 
plaint. Thus, the order, entered December 28, 1960, should be reversed, 


1 


on the law. with $20 costs d disbursements, and defendants’ motion for 


) 
i 


summary judgment granted, with $10 costs. 
All concur. 
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LANVIN PARFUMS, INC. v. LE DANS, LTD., et al. 
No. 21 — N. Y. Ct. App.— April 27, 1961 —129 USPQ 190 


800.61—OTHER STATUTES—STATE STATUTES—IN GENERAL 
Defendants violated Section 2354 (6) of the New York Penal Law by re 


bottling genuine perfume of plaintiff and placing on label of rebottled goods trade- 


ark of plaintifi th notice that it had been rebottled by defendants. 


500.58b—COURTS—SCOPE OF RELIEF—INJUNCTION—PRELIMINARY 
INJUNCTION 
Although injunction will not lie merely to prevent a crime, where the alleged 
criminal acts also threaten plaintiff’s property rights, trademark and good will, an 


injunction is available. 


Action by Lanvin Parfums, Inc. v. Le Dans, Ltd., et al., under sub- 
division 6 of section 2354 of New York Penal Law. Plaintiff appeals from 
judgment of New York Supreme Court, Appellate Division, First Depart- 
ment granting motion to dismiss complaint. Reversed; Desmond, Chief 
Judge, and Fuld, Judge, dissenting without opinion. 


Case below reported at 51 TMR 734. 


Jay Leo Rothschild, of New York, N.Y., for appellant. 
Robert Goldstein, of New York, N.Y., for respondents. 


FosTEeR, Judge. 

By a divided court, the complaint of the plaintiff in this action has 
been dismissed by the Appellate Division, First Department, on the 
ground that it does not state facts sufficient to constitute a cause of action. 
This was a reversal of the Special Term which held the complaint sufficient. 

In four identical causes of action the complaint alleges that plaintiff 
is a Delaware corporation which imports various perfumes and perfume 
extracts from France, and sells the same either in original packages as 
imported, or as toilet water which plaintiff packages in this State under 
labels, marks and names placed thereon tor and by plaintiff, and under 
brand names, including ARPEGE and My sIN. The complaint alleges further 
that the corporate defendants are purchasers of plaintiff’s toilet waters, 
who systematically rebottle or repackage the same in containers of one 
dram each and sell them at prices far less than those charged by plaintiff. 

On the theory that the defendants’ alleged practice is a violation of 
Section 2354, subdivision 6, of the Penal Law, plaintiff seeks an injune- 
tion and damages. This statute provides, so far as it is material here: 

“A person who: 
~ * * 
“6. Knowingly sells, offers, or exposes for sale, any goods which 
are represented in any manner, by word or deed, to be the manu- 
facture, packing, bottling, boxing or product of any person, firm or 


corporation, other than himself, unless such goods are contained in 
the original packages, box or bottle and under the labels, marks or 
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names placed thereon by the manufacturer, who is entitled to use 
such marks, names, brands, or trademarks; or, 


* * > 


“Is guilty of a misdemeanor * * * .” 


The containers used by the defendants bear labels which identify the 
contents as plaintiff’s product, and which, in addition, disclose that the 
contents are rebottled from the genuine product “wholly independent of 
the plaintiff.”” The form of the labels was stipulated into the record and 
reads as follows, with changes appropriate to each of the corporate de- 
fendants: 
“LANVIN’S 
ARPEGE 
EAU DE LANVIN 
REBOTTLED 
FROM THE 
GENUINE PRODUCT 
BY 
LE DANS, LTD. 
WHOLLY INDEPENDENT 
OF LANVIN 
NEW YORK, N. Y. 1 DRAM” 


The Appellate Division has held that the statute does not prohibit 
a rebottler from using the trade name of the manufacturer or original 
bottler, if, in addition, the rebottler indicates on the label that the product 
has been rebottled independent of the manufacturer or original bottler. 

Plaintiff argues that the statute is designed to protect both trademark 
owners and the general public from transactions fraught with the pos 
sibility of fraud and that no actual intent to deceive need be shown to 
constitute a violation thereof. Defendants contend that the statute was 
designed to prohibit actual fraud and must be read to allow their business 
practice involving, as it does, a full disclosure of the facts. 

If the statute is construed literally, the complaint clearly alleges a 
violation by the defendants. 

The evident purpose of the statute is such that it may and should 
be read and construed literally. We agree with the observation of the 
dissenting Justice below that there is no basie rule that a statute may 
not be read literally unless to do so would distort the intention of the 
Legislature. 

In People v. Luhrs, 195 N.Y. 377, the statute here involved was ana- 
lyzed by this court. A bartender had refilled an empty Wilson bottle 
with whiskey taken from a demijohn below the bar, and had resold the 
whiskey to the public. We held that his conduct violated the provisions 
of the statute, notwithstanding that the whiskey actually might have been 
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of the wiLson brand. We specifically said that the statute was designed 
to prevent adulteration and substitution of “spurious goods” for the orig- 
inal with “no probable chance” of discovery, and to prevent “a kind of 
fraud that is easy to practice, difficult to detect and dangerous in result.” 
195 N.Y. at 382. 

It is true that we stressed the tacit misrepresentation inherent in the 
situation and pointed out that the public was led to believe that the whiskey 
they purchased came from the original WILSON bottle. But the violation 
consisted of rebottling and reselling the whiskey under the wWiILson brand 
name, irrespective of an actual fraud. 

The possibility of fraud, or at least of inadvertent adulteration or 
dilution of the original product is not appreciably lessened by a label on 
the new container acknowledging that the product has been rebottled from 
the original. And the rebottler nevertheless is trading upon the reputation 
of the owner of the trademark. Accordingly, no exception is made in the 
statute for “collateral use” of the manutacturer’s trademark. Cf. Guerlain, 
Inc. v. F. W. Woolworth, Co., 297 N.Y. 11, 19, cert. den. 332 U.S. 837. 

In creating this statute to prohibit transactions and business prac- 
tices replete with possibilities of fraud and deception and to protect the 
trademark owner, the Legislature acted well within the scope of its police 
power. Pe ople v. Weller, 237 N.Y. 316, 324: People v. Beakes Dairy Oé.. 
222 N.Y. 417, 427-428 ; People v. West, 106 N.Y. 293, 296. No sound reasons 
for departing from a literal construction of the statute have been presented. 

Defendants cite Prestonettes, Inc. v. Coty, 264 U.S. 359, 368-369 (18 
TMR 135), in support of their position. In that case, the Supreme Court 
of the United States held that rebottling and reselling of perfumes by the 
defendant, under labels substantially similar to the labels used by de- 
fendants in the case before us, constituted no infringement of plaintiff’s 
federally-registered trademark, despite the “omnipresent possibility of 
fraud” and the likelihood of spoilation. But that case was not decided 
under our statute, and has no bearing here. 

In Champion Plug Co. v. Sanders, 331 U.S. 125, 73 USPQ 133 (37 
TMR 323), the Supreme Court extended the doctrine of Prestonettes to 
rule out unfair competition, but again our statute was not involved. 

Significantly, the doctrine of Prestonettes has been severely criticized 
by the writers (e.g., Handler and Pickett, “Trademarks and Trade Names 
An Analysis and Synthesis”, 30 Columbia Law Review, 168, 173; Deren- 
bere, “Sale of Reconditioned Articles as Trademark Infringement’, 32 Bul- 
letin of United States Trademark Association, 15), and by the lower 
federal courts, e.g., Bourjois, Inc. v. Hermida Laboratories, Inc., 106 F.2d 
174, 42 USPQ 402, 3rd Cir. 1939 (29 TMR 464). Thus, in Bourjois, the 
United States Court of Appeals said: “In that case [Prestonettes] Mr. Jus- 


tice Holmes lent the prestige of his great name to a doctrine that does 
*« * * » 


not appeal very greatly to the sense of fairness of the ordinary man 
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Defendant next contends that plaintiff seeks an injunction to prevent 
the violation of a criminal statute, and that an injunction will not lie 
merely to prevent a crime. But the alleged criminal acts also threaten 
plaintiff’s property rights, trademark, and good-will, and an injunction, 
therefore, is available. People ex rel. Bennett v. Laman, 277 N.Y. 368, 376. 
Finally, there is some dispute as to whether the complaint sets forth 
eauses of action against the individual defendants simply by alleging that 
they are officers, “and, directly or indirectly” are owners of the corporate 
stock and in control of corporate activities. We feel that such allegations 
are sufficient in this action. 
The judgment of the Appellate Division should be reversed and the 
motion to dismiss the complaint should be denied, with costs. 
Judgment reversed, with costs in this Court and in the Appellate 
Division, and the matter remitted to Special Term for further proceedings 
in accordance with the opinion herein. Opinion by Foster, Judge. All 
eoneur except DESMOND, Chief Judge, and Fup, Judge, who dissent and 
vote to affirm upon the majority opinion below 


a 
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GENERAL ANILINE & FILM CORP. v. HUKILL CHEMICAL CORP. 
Appl. No. 6634 — CCPA — March 15, 1961 — 129 USPQ 147 


100.2—CONFUSING SIMILARITY—CONFUSINGLY SIMILAR MARKS 
UVINUL (Opposer) for ultraviolet light absorbers. 
{UVILON (Applicant) for polyurethane foam prepolymer. 

Opposition sustained. The marks resemble each other in sound and appearance 
and together with the fact they are coined word marks with no meaning apart from 
the goods on which they are used, it would be difficult for a purchaser to keep them 
clear of possible confusion. Considering the marks as a whole there is a likelihood 
of a purchaser ascribing common origin to the products sold under the marks. 

300.283d—REGISTRATION PROCEDURE (INTER PARTES)—OPPOSITION— 

EVIDENCE 

Except for the nature of the goods themselves, there is no evidence from which 
to determine if purchasers of applicant’s or opposer’s goods are discriminating pur- 
chasers; therefore, there is no basis for the assumption of the Trademark Trial and 
Appeal Board that potential purchasers are especially informed or wary so as to be 
discriminating purchasers able to distinguish between the marks, the products and 
their sources. 

100.1—CON FUSING SIMILARITY—IN GENERAL 

Where doubt exists as to the likelihood of confusion of purchasers as to the 

source or origin of applicant’s goods, doubt is resolved in favor of opposer as the 


prior registrant. 


Opposition proceeding by General Aniline & Film Corporation Vv. 
Hukill Chemical Corporation, Application Serial No. 30,340 filed May 20, 
1957. Opposer appeals from decision of the Trademark Trial and Appeal 
Board dismissing opposition. Reversed; Rich, Judge, dissenting with 
opinion. 

Case below reported at 49 TMR 1348. 

Walter G. Hensel and Samson B. Leavitt, of New York, N.Y., for appellant. 

Alfred C. Body, of Cleveland, Ohio, for appellee. 

Before Wor.LEY, Chief Judge, Rich, MARTIN, and SmiTH, Associate Judges, 
and KIRKPATRICK, Judge.* 

SMITH, Judge. 

Appellant as opposer, a manufacturer of organie chemicals, secured the 
trademark UvINUL’ from the registrant, General Dyestuff Corporation, 
which mark was registered prior to the alleged adoption in May 1957 of 
the mark HUVILON® by appellee-applicant. The mark UvINUL has been used 
by opposer for ultraviolet light absorbers, the sales volume being in excess 


of $100,000 per vear as of August 1958. 


. United States Senior Judge for the Eastern District of Pennsylvania, designated 
to participate in place of Judge O’CONNELL, pursuant to provisions of Section 294(d), 
Title 28, United States Code. 
1. Reg. No. 578,634, August 11, 1953, for “chemical compounds and compositions 
for absorbing ultra-violet light, for use as Light Filters. 
2. Ser. No. 30540 filed May 20, 1957 for “Prepolymer for Polyurethane Foam.” 


” 
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Opposer’s record shows that since 1954 when it acquired the trade- 
mark UVINUL, it has used the mark on ultra-violet light-absorbing hydroxy- 
benzophenones which are sold for incorporation in polyester resins and 
plastics. This product may be incorporated into polyester resins, which 
may include polyurethane foams. Thus, the products of the parties are not 
substitutes for each other, and are, to that extent, non-competitive. The 
record also shows that the sale of the products of the parties is directed 
to at least some of the same classes of purchasers. 

The opposition was dismissed by the Trademark Trial and Appeal 
Board, 122 USPQ 404 (49 TMR 1348), for the reason that considering the 
nature of the products the common purchasers of such products would be 
likely to be able easily to distinguish between the marks, the products, and 
their sources, and for the further reason that the differences in the marks, 
when coupled with the differences in the products, are such that purchasers, 
who probably are informed and wary, are not likely to be confused or 
deceived as between HUVILON polyurethane foam prepolymer and UVINUL 
ultra-violet light absorbers. 

Testimony offered on behalf of the opposer established that UVINUL 
ultraviolet light absorbers were recommended in opposer’s advertising ac- 
tivities for incorporation in polyester resins of which polyurethanes are 
one category and were recommended to customers and prospective cus- 
tomers specifically for incorporation in polyurethane resin foams. 

The record also establishes that UVINUL ultraviolet light absorbers and 
HUVILON polyurethane foam prepolymers would reach the same customers 
and be used in the same final product. 

Substantial amounts were expended by the opposer in advertising 
ultraviolet light absorbers under the trademark UvINUL from 1953 onward. 

While no evidence of actual confusion was presented, the witness 
Weth, a sales development engineer of the opposer, testified that use of 
the mark HUVILON on polyurethane prepolymers in which opposer’s UVINUL 
ultraviolet light absorbers are also employed, would cause difficulty because 
of the similarity of the marks employed on products reaching the same 


? 


customers for use in the same final product. The witness Buchner, op- 
poser’s assistant advertising manager, testified that in his opinion opposer 
would be damaged by the use of the mark HUVILON in advertising appli- 
eant’s goods. This was for the reason that due to similarity of the names 
“the purchasers of these products would tend to be confused.” 

The sole issue in this appeal is whether applicant’s mark so re- 
sembles that of opposer as to be likely, when applied to the merchandise 
specified in the application, to cause confusion or mistake or to deceive 
purchasers, such that registration of applicant’s mark is prohibited under 
Section 2(d) of the Trademark Act of 1946. 

At the outset we are confronted with coined word marks which per 
se have no recognized meaning. Such meanings as may be ascribed to the 
mark UVINUL appears to have been built up and acquired by reason of 
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opposer’s use and advertising of the mark. The record is silent as to 
applicant’s use of the mark HUVILON and as to any meaning which may 


be ascribed to it. The absence of any meaning for the mark UVINUL 


xcept as opposer’s trademark is an important factor to be considered. 
There are no distinctive meanings which can be relied upon to resolve 
the issue 

Applicant’s mark HUVILON, and opposer’s mark UVINUL resemble each 
other in sound and in appearance. The fact that neither name has any 
meaning apart from the goods on which they are used makes it difficult 
for a purchaser to keep the names clear of possible confusion based on 


these similarities ihe specific differences in the names tend to be lost 
this confusion. 
The marks when considered as a whole determine whether confusing 
, Ine. v. American Auto-Felt 
Corp., 44 CCPA 784, 241 F.2d 738, 113 USPQ 63 (47 TMR 643); 
Govdall-Sanford, Ine. v. Tropical Garment Manufacturing Co., 47 CCPA 
823. 275 F.2d 736, 125 USPQ 189 (51 TMR 96). 


similarity exists: Sleepmaster Products Co. 


_ a4 


In view of the above we think there is a likelihood of a purchaser 
ascribing common origin to the products sold under the marks. 

The decision of the Trademark Trial and Appeal Board is in part 
predicated upon its finding that the purchasers of the goods of the parties 
“probably are informed and wary.” 

There is no evidence other than the nature of the goods themselves 
from which we can determine whether purchasers of applicant’s goods 
defined in the opposed application are discriminating purchasers and as 
such are “probably informed and wary.” To the extent the testimony 
and exhibits indicate that the customers would belong to any given class, 
the record suggests that opposer’s mark would be used for all the goods 
specified in the registration in all kinds of markets and hence would 
be sold to all kinds of purchasers. We find no basis in the record for 
the assumption made by the Trademark Trial and Appeal Board that 
the class of common purchasers to which applicant’s and opposer’s products 
ire sold under their respective marks are in any way especially informed 
or wary, so as to be discriminating purchasers who are able to distinguish 
between the marks, the products and their sources. 

Although there are specifie differences in the marks, the likelihood 
of confusion of purchasers as to the souree or origin of applicant’s goods, 
remains in doubt. We are resolving that doubt in favor of opposer as 
the prior registrant. 

In the United States Time Corporation v. Tennenbaum, 46 CCPA 895. 
267 F.2d 327, 122 USPQ 15, 16 (49 TMR 1223), this court stated: 


We reverse only on the well established principle of trademark 
law of resolving doubt in favor of the first user, who here, as shown 
by the record, has over a long period spent considerable time and 
money in establishing and promoting its mark. The newcomer is free 





$$$ 
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to choose another mark but not one which comes so close to appellant’s 
mark. 


For the foregoing reasons we reverse the decision of the Trademark 
Trial and Appeal Board. 


Ricu, Judge, dissenting. 


In expression of my subjective opinion as to likelihood of confusion, 
etc., my vote is to affirm the unanimous three man board. 

The evidence as to what the goods are persuades me that the marks 
in issue are for items sold to industry. Those whose ears are attuned to 
the nomenclature of the trade will not, in my opinion, confuse either the 
goods or the marks and I see nothing to suggest common origin. 

I consider the opinion evidence of opposer’s employees to be weightless. 


ilcaceneemmmenmensmneneneneeel 











PART Ill 


KAREN INDUSTRIES, INC. v. CHIAVEROTTI, doing business as 
KING SALES COMPANY 
No. 60-C-3—D. C., E. D. Wis. — Mar. 23, 1960—125 USPQ 11 
900,22—-COURTS—BASIS OF RELIEF—DRESS OF GOODS 
500.58a—COURTS SCOPE OF RELIEF—INJUNCTION—PRELIMINARY 
INJUNCTION 
600.2—CONFUSING SIMILARITY—CONFUSINGLY SIMILAR MARKS 





Preliminary injunction granted. The Court held HI-LINE-FONE was 
confusingly similar to HI FONE when both were used for toy telephones. 
The court in so holding found defendant’s dress of goods was such a 
colorable imitation of plaintiff’s dress of goods that plaintiff would prob- 
ably prevail at trial. 
500.1—COURTS—BASIS OF RELIEF—IN GENERAL 
500.17—-COURTS—BASIS OF RELIEF—CONCURRENT USE 

Since plaintiff’s market was nationwide, the court held, fact that 
defendant’s sold its products in a few areas prior to plaintiff, did not 
create a situation of concurrent use of a trademark by two persons in 
widely separated areas. In any event, use by a second user in a territory 
not already occupied by the first user must be innocent and not for 
the purpose of forestalling the first user’s extension in that territory. 





WENDT v. GRANGER, doing business as GRANGER & COMPANY 
Tm. Bd. — Mar. 21, 1960-—125 USPQ 20 


300.21_-REGISTRATION PROCEDURE—INTER PARTES—IN GENERAL 
300.23—-REGISTRATION PROCEDURE—-PLEADING AND PRACTICE 

Applicant’s motion to strike allegation on notice of opposition granted. 
Opposer alleged that at the time applicant adopted and used trademark 
sought to be registered applicant had full knowledge of prior adoption 
and use by opposer of similar trademark. The Board held that since 
asserted knowledge by applicant of opposer’s mark did not impute fraudu- 
lent intent or other impropriety in applicant’s selection of the mark sought 
to be registered, the matter alleged had no bearing upon rights of either 
party in the opposition procedure. 
300.23e-REGISTRATION PROCEDURE—PLEADING AND PRACTICE— 

DEFENSES 

Opposer’s motion to strike applicant’s defenses granted in part. Ap- 

plicant’s defense that opposer was estopped to oppose applicant’s regis- 


- 
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tration because of its acquiescence in the use and registration by other 
of the word paciFic was held without substance since the accepted rule 
is that the equitable principle of estoppel may only be invoked by one 
who has acted in reliance on the conduct said to create the estoppel. 
Applicant’s defense of use or registration of marks by third persons 
was held not improper since under some circumstance such uses or reg- 
istrations may be relevant to the question of likelihood of confusion 


IN RE SURELOCK MFG. CO., INC. 


Tm. Bd. — Mar. 22, 1960—125 USPQ 23 
200.17—PATENT OFFICE PROCEEDINGS—REGISTRABILITY (EX PARTE 
DESCRIPTIVE AND GENERIC MARKS 
THE RED CUP is merely descriptive of hydraulic wheel cylinder brake 
eup colored red. 
200.90—PATENT OFFICE PROCEEDINGS—REGISTRATION PROCEDURE 
(EX PARTE DISCLAIMER 
A disclaimer of the individual components of a descriptive term is 
meaningless and improper. Thus where no claim was made for the word 
“The”, the word “Red” and the word “Cup” per se in the term “The 
Red Cup” (merely descriptive of a red cup), it was held not to be an 
acceptable disclaimer 





SAFEWAY STORES, INCORPORATED v. EASTENN-DUKES 
CHEMICALS INCORPORATED 
Tm. Bd. —Mar. 23, 1960— 125 USPQ 25 
(00.21 REGISTRATION PROCEDURE (INTER PARTES IN GENERAL 
300.23dA—-REGISTRATION PROCEDURE—PLEADING AND PRACTICE 
EVIDENCE 

700.4— EFFECT OF REGISTRATION—-SUPPLEMENTAL REGISTER 

Opposition dismissed. Where opposition was based on opposer’s Sup- 
plemental Registration and neither party took testimony or filed briefs, 
the Board held opposer’s Supplemental registration was incompetent to 
establish opposer’s claim of prior use of its mark 
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